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| American Life Convention, Meeting In Home 


City, a Model of Concentration and Study 
Ot Business and Administration Problems 





No Insurance Convention of the Country Surpasses This Gathering For Serious Purpose and Close Atten- 
tion to Every Day Business of Companies; Executives Congratulating Themselves on Happy Outcome 
of International Life Situation Which Might Have Had Serious Consequences For Business; Two 
of Original Founders, J. B. Reynolds and Isaac Miller Hamilton, Present at This Meeting; 
Organization Has Had Nearly Quarter Century of Important Service to Life Insurance 


St. Louis, Oct. 11—The American Life 
Convention, which for some time has 
been one of the strongest of the business 
group organizations of the country, is 
holding its annual convention in St. Louis 
this week. In two years it will be a quar- 
ter of a century old. 


Joseph B. Reynolds, president of the 
Kansas City Life, Kansas City, Mo., and 
Isaac Miller Hamilton, president of the 
Federal Life, Chicago, who were among 
the founders, are here. Mr. Reynolds, 
who at one time worked in the Missouri 
Insurance Department and began _ his 
wage earning career in a sawmill and 
who is now, they say, several times a 
millionaire, has attended every conven- 
tion of the organization, and Senator 
Hamilton has missed only a pair of the 
conventions. 

Relieved Over International Outcome 


In some respects the American Life 
Convention is playing in luck. Just think 
of the situation if the International Life 
affair had not turned out so happy. For- 
tunately for the American Life Conven- 
tion, for St. Louis, and for the entire 
business of life insurance, a St. Louis 
company came to the rescue and did a 
particularly fine bit of public and insur- 
ance service by taking over the Interna- 
tional Life. This was the Missouri State 
Life. 

The pleasure which the members of the 
\merican Life Convention and its offi- 
cers and the speakers feel over the way 
the International Life was snatched from 
the graveyard and its policyholders pro- 
tected was reflected upon the floor by 
several speakers, notably by President 
Arnold. 

Wide Diversity in Meetings 

The convention has many features 
which show a constructive trend. There 
is also a wide diversity and range in the 


Proceedings. Of all the conventions in 
the United States there is not another 
whicl 


can surpass those of this great or- 
ition of life insurance companies 
iN concentration, in seriousness and in 
payin ‘attention to the common problems 
ot the every day work of the companies. 
These American business men come to 
their convention in the spirit with which 
; vention idea in America was orig- 
nally conceived. They come to get light, 
'o learn what the other fellow is doing 


ganiz 


the ¢ 


By CLARENCE AXMAN 


and to profit by the contact and the ad- 
dresses. Golf is an incidental factor in 
the convention of these serious-minded 
and able executives and entertainment is 
an incident. That is one reason why 
there are so many papers and discus- 
sions, probably forty of them. 


These papers and discussions were 
carefully arranged by President Arnold 
and Secretary Adams. It is generally 
recognized that Mr. Arnold has been a 
valuable president, while Claris Adams 
has built up a collection of friendships 
in this convention which is really re- 
markable. 


New Sections Make Fine Impression 


The convention has an attendance of 
375 and there are 115 companies repre- 
sented. The eastern contingent is larger 
than usual. 

The World’s Series baseball game did 
not interfere much with the attendance. 
What stands out most in this convention 
is the new division which has been cre- 
ated, known as the financial section. It 
was born in Dallas last year along with 
the section to discuss agency problems, 
and these are the first conventions of the 
new sections. 

The financial section went over imme- 
diately with a bang, and a resume of 
some of the papers will be found else- 
where in this paper. 

Chairman Merrill’s Comments 


Robert J. Merrill, chairman of the new 
financial section of the American Life 
Convention, was exceedingly pleased with 
the widespread interest taken in this di- 
vision, which has taken its place already 
as one of the important adjuncts of the 
organization. He said to The Fastern 
Underwriter: 

“Not only were the papers illuminative, 
but they illustrated the tremendous re- 
sponsibility that rests upon the invest- 
ment departments of the companies in 
the way of properly conserving the funds 
of the companies for the protection of 
the policyholders. The note which ran 
through the whole meeting and most of 
the papers had to do with the desira- 
bility of setting up some machinery to 
furnish companies with information re- 
specting the various practices which pre- 
vail in the loan field differing so ma- 
terially in the various territories. 

“Tt is felt that more information should 


be available for all the companies in the 
American Life Convention as to condi- 
tions prevailing in these investment fields 
which naturally are constantly changing.” 
Consider Investment Bureau 

The proposition of establishing some 
sert of a bureau which will produce in- 
formation of this type came up before 
the executive committee on 
night. 


Thursday 


Trust Features Discussed at Length 

At the legal section considerable in- 
terest was taken in the discussion over 
a report of a committee to recommend 
a beneficiary clause appropriate for use 
in naming a corporate trustee for pro- 
ceeds of life insurance companies. The 
report was referred back to committee. 
The discussion over these corporate trus- 
tee features lasted quite a while on Tues- 
day afternoon. In fact, the trust com- 
pany situation will take up quite a few 
pages when the annual report is written. 

The agency section gets into action on 
Friday, and all of that day is taken for 
discussions by prominent American Life 
Convention men and by John Marshall 
Holcombe, Jr., of the Life 
Sales Research Bureau. 


Clark and Hull Absentees 

Paul F. Clark, president of the Nation- 
al Association of Life Underwriters, and 
Roger B. Hull, managing director of the 
National Association, are not here. 

One of the interesting women at the 
convention is Mrs. Thomas W. Black- 
burn, widow of the former secretary and 
counsel of the association. She is here 
as a guest of the American Life Con- 
vention and has been invited to attend 
every convention. 

James Victor Barry, fourth vice-presi- 
dent of the Metropolitan Life, was the 
first speaker on Thursday morning and 
convulsed the convention with some of 
his famous Fred Gunther German dialect 
stories. 

Barry was followed by W. P. Mc- 
Cracken, assistant secretary of commerce 
for aeronautics, who is now a popular 
feature at insurance conventions and 
whose last appearance before insurance 
men was at West Baden, Indiana, when 
he addressed the National Association of 
Insurance Agents. The burden of his ad- 
dress described the manner in which the 
United States Government is co-operat- 
ing with the manufacturers of aircraft. 


Insurance 


He discussed the licensing of pilots, the 
examination of planes, the mapping out 
of air routes and the small number of 
fatalities in. commercial flying where 
ships are used of modern construction. 
McCracken on Airplane Progress 

Mr. McCracken made a plea for fair 
treatment from the life insurance com- 
panies for the regular commercial pilots 
who fly a certain number of hours each 
week because he said that those men 
rarely were in accidents, and that often 
if their planes were smashed and the air- 
ship was a complete washout they would 
step onto the ground unhurt or merely 
bruised. He said that the casualty com- 
panies were recognizing this 
penalizing pilots of that type. 

The pilot who gets into trouble is the 
occasional flyer, the man who will fly a 
ship one day and then possibly not take 
it out for another week. He will also 
get into planes with which he is not 
familiar and frequently gets into trouble. 

Mr. McCracken said that last year 
there were 200 deaths in civil aeronautics 
but that only 10% of them occurred in 
planes which were operated by licensed 
pilots. He cautioned the life insurance 
fraternity not to make hasty judgment 
of aeronautic casualties because he said 
that they should first ascertain whether 
the ships figuring in the casualties were 
licensed both in personnel and in inspec- 
tion of the ship. Only one-third of the 
ships last year were licensed. 

He said that naturally there would be 
a great many casualties in the case of 
Military 
flying is often maneuver flying and there 


and not 


stunt flyers and military planes. 


was no reason or fairness in conflicting 
this with the travel over licensed air 
routes by licensed air pilots. 

McCracken paid a tribute to the type 
of men who fly the planes for the com- 
mercial companies, describing how they 
met every physical test. 

“You gentlemen should understand that 
they especially selected 
“and therefore they 
should not be penalized by your raters. 
I think this will be recognized before 
long and they will be given a squarer 
deal by the life insurance companies than 
has been the case.” 


constitute an 


group,” he said, 


McCracken was given a very cordial 
reception. He came here from Chicago 
by train and left for Ohio by airplane. 
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No Major Business Conducted On So Low A 
Margin Of Expense As Lite Insurance In Face 


_ Of Mounting Costs, Says President Arnold 





Calls International Life Case Disgraceful Chapter of Breach of Trust and Demands Punishment for De: e- 
liction of Duty of Offenders; Praises Speed with Which Business Came to Rescue; Acquisition Cost. 
Now Up for Examination, Involves Complex Questions; Agents Not Over-paid; Confident Under- 
writers Will Back Any Plan Shown to be for Welfare of Both Policyholders and Companies 


No matter in which direction our po- 
litical sympathies may lie, there was for 
all of us an inspiration in the challeng- 
ing appeal which both of our party lead- 
ers made to American business manage- 
their nomination acceptance 
speeches. However unworthy I may feel 
myself to answer that appeal, I believe 
that the lofty idealism, the magnitude, 
and the serious responsibilities of the 
great institution of life insurance, justi- 
fy me, as president of the American 
Life Convention, in recognizing the 
tribute which these two acknowledged 
leaders of American sentiment paid to 
the ideals and methods of American busi- 
ness management. Speaking in behalf of 
the great industry of life insurance, I 
firmly believe we can meet the challenge 
frankly and openly, face to face, with a 
deep and honest conviction that life in- 
surance the 
highest human ideals, and that it is con- 
ducted with a deep sense of responsibil- 
ity, with efficiency, and with conscicn- 
tious integrity. 

Nor do I overlook 


ment in 


cherishes and maintains 


the recent unfortu- 
nate breach of the sacred trusteeship of 
life insurance funds which shocked the 
insurance world and brought shame to 
the great business interests of this fair 
city. That such an occurrence is pos- 
sible is only an example of the fallibility 
of all human aspirations and endeavors. 
The fact that the 
face of such a disgraceful revelation is 


can hearten us in 


the great rarity of such an occurrence, 
that it met the prompt condemnation of 
the entire insurance press and of com- 
* pany and agency personnel, that it was 
immediately remedied by the liberal ac- 
tion of another insurance company, and 
that it in no way indicated any weak- 
ness or unsoundness in basic life insur- 
ance principles. We can not too heart- 
ily recognize the splendid piece of pub- 
lic and life insurance service rendered 
by the other Missouri companies in com- 
ing forward immediately with reinsur- 
ance offers for the protection of the pol- 
icyholders of the International. Except 
for the successful prosecution of the 
guilty parties, the acceptance of the of- 
fer of one of the Missouri companies 
has brought to a close this disgraceful 
chapter of breach of trust in life insur- 
ance history and has re-established pub- 
lic confidence in the institution of life 
insurance. 

There remains the task of the courts 
in fixing the responsibility for what has 
happened. While prosecutions are pend- 
ing, it would be improper for us to ex- 
press any opinion as to the guilt of those 
who are under accusation. It is certain, 
however, that there were serious dere- 


lictions of duty. These must be pun- 
ished. Failure to punish adequately 
would react injuriously upon life insur- 
ance as a whole. Fortunately we have 
no reason to anticipate any such failure. 
The officials charged with the duty of 
prosecution have moved with commend- 
able promptness, exhibiting an intention 
to go to the bottom of the matter with 
vigor, thoroughness and impartiality. 

New York’s Reform of Acquisition Cost 
illuminating 


A very interesting and 


modern relationship of government and 
business is today being enacted in Gov- 
ernor Smith’s state under the guidance 
of his able lieutenant, Hon. James A. 
3eha. 


There a far-reaching and some- 





O. J. ARNOLD 


what drastic reform of the expense lim- 
itation law is in process of being worked 
out, not by business forcing the hands 
of government, or government coercing 
business, but by a happy co-operation of 
the two—a group of actuaries and offi- 
cials working out the details of the re- 
form under the suggestion and encour- 
agement of the insurance commissioner. 
This co-operative effort represents the 
ideal development of democracy. Can 
we doubt that the result will be more 
prompt, more effective, and more in con- 
sonance with the public welfare than if 
there were antagonisms, recriminations, 
and warfare between the two agencies 
which are or should both be public serv- 
ants? Here is a refreshing example of 
statesmanship, not demagogy, on the 
part of a state official, and on the part 
of insurance officials, a recognition of 
the requisite of leadership which Dr. 
Faunce emphasized at the last meeting 
of the Association of Life Insurance 
Presidents: “The power to see every 
form of private business as a kind of 
public service.” 

While I can not agree that the regu- 


lation of acquisition costs or other man- 
agement expenses is a proper function of 
government, or that it has a wholesome 
influence on the business, nevertheless, 
since such regulation is a part of the 
policy of the State of New York, it is 
eminently proper that intelligent consid- 
eration be given proposals intended to 
make the law conform to developments 
of the past few years. Whether or not 
the final outcome of the study will result 
in any change in the present law, the 
consideration of the subject matter will 
prove of value by crystallizing divergent 
views on what really constitute acquisi- 
tion expenses. The question mav very 
properly be raised as to whether all com- 
pensation paid through agency offices in 
any form, for the care of old business, in 
excess of the reasonable and legitimate 
cost thereof, is not in reality a part of 
acquisition cost and should be so treated, 
and whether the payment of policy divi- 
dends in the earlier years, which are con- 
siderably in excess of actual earnings and 
are in fact premium refunds designed to 
facilitate the sale of new business, can 
be justified except as an acquisition cost. 

have every faith that in the final 
analysis the underwriters of the countrv 
will take no narrow or selfish view of 
the matter, and will back up heartily any 
plan which can be shown to be for the 
welfare of both the policvholder and the 
companies. But in this connection it is 
well for us to bear in mind that while 
it is the duty of each company manare- 
ment to keep overhead costs within the 
limits of strict economy, the average life 
insurance salesman is not overpaid: with 
due regard to the importance of his 
work, too often he must find a lerge nart 
of his reward in the satisfaction of the 
services he renders to his clientele and 
to the public, rather than in pecuni>ry 
profit. Life insurance  salesmanchip. 
while it ranks with other professional 
services in what Phillips Brooks termed 
the “durable satisfactions of life,” does 
not, except in very unusual cases, bring 


large financial returns. The life insur- 
ance agent, when we consider the }:rd, 
grinding, pioneer work which is his 
share, the ability, the courage, and the 
training which is necessary to his suc- 
cess, is underpaid rather than overpaid. 
In studying costs and acquisition econ- 
omy, I am sure that both state and com- 
pany officials will agree that the more 
just and profitable field for their solici- 
tude will lie in home office overhead, in 
investment earnings and safety, in con- 
servative underwriting, in equitable divi- 
dend apportionments, in scientific busi- 
ness management generally, and in un- 
warranted taxation, rather than along 
lines that may result in reducing the 
earnings of the average life insurance 
salesman. 

That company managements are suc- 
cessfully addressing themselves to the 
solution of these problems needs no 
proof before this informed group of life 
insurance company executives. No ma- 
jor business or industry is being con- 
ducted at so low a margin of expense 
as is the business of life insurance. In 
the face of mounting costs of every ne- 
cessity, every luxurv and every service 
that touches the daily life of the people, 
the cost of life insurance shows a snb- 
stantial reduction. And to this reduc- 
tion, in cost to the public, economies of 
management have contributed to a very 
considerable extent. On this question 
of life insurance management, let me 
quote another great American. states- 
man, one who is most familiar with the 
conduct of life insnrance in this country 
—Charles Evans Hughes—who s9‘d_ in 
addressing the Life Presidents’ Associa- 
tion: “TI believe there is no safer or 
better managed business in the country 
than yours.” 


Need for High Grade Field 
Representatives 


_ An obligation reposes on us to sce to 
it that the conduct of the life insurance 
business, both at the home office and in 
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the field, is in the hands of healthy, in- 
tellicent, decent men and women. Life 
insurance managements have set and 
maiitained the highest standards in per- 
sonnel selection. This, together with the 
sci tific and firm foundation on which 
the »usiness is established, and its repu- 
taticn for fair dealing, is responsible for 
the high regard in which life insurance 
is h-ld throughout the country. Such 
staniards should extend from the presi- 
dent to the newest office boy, and espe- 
call: to those splendid ambassadors: of 
our business—the life insurance sales- 
men If the President of the United 
Stat.s were to give an ambassadorship 
to a. ignorant, ill-trained or dishonest 
individual, the American people would 
be misrepresented abroad. If we, under 
the <triving for increased production, are 
temy ted to lower our standards and ac- 
cept ill-trained and ignorant or dishon- 
est life insurance ambassadors to the 
public, we, and not they, are primarily 
responsible if our policies are misrepre- 
sented, disability or life protection fraud- 
ylently obtained, or public confidence 
shaken. 

Happily, the day of the indifferent and 
haphazard selection of agency material 
has long since gone by. I believe that 
today the average standard of life in- 
surance salesmen in this country is 
higher than that of salesmen in any other 
line of business and that it is rap:dly 
approaching — professional | standards. 
Aside from our own care in selection, 
and training, the ideals of. our business 
attract and hold only men of high ideals. 
Aman must be something of an idealist; 
he must have a vision above the gross 
material appeals of ordinary commercial 
life, if he is to be fired and kept at the 
white heat of successful salesmanship by 
the appeal of thrift, of family security, 
and of sound business protection. The 
oil speculator, the fake mine stock sales- 
man, the get-rich-quick Wallingfords, 
are not permanently interested in the 
homely but everlasting virtues upon 
which life insurance must depend for its 
appeal. I believe the high ideals of life 
insurance are responsible to a very con- 
siderable extent for the high average 
character of life insurance salesmen. 

However, we make no mistake in ever 
cdevating the standards of admission to 
our agency forces, and, through educa- 
tion in practical insurance salesmenship 
and the uses to which the life insurance 
principles may be applied, so equipping 
our representatives that the general pub- 
lic, more and more, will be inclined to 
turn to them for advice in all such mat- 
ters, reposing the same degree of confi- 
dence in and respect for their advice 
as they accord professional men and ex- 
perts in other specialized fields. 

The installation of the new Agency 
Section at this session of the Convention 
will bring to every member company an 
increased Convention service and make 
available to all a forum for discussion in 
an intimate way of every present agency 
Problems. We are indebted to Clarence 
L. Ayres, president of the American Life, 
Detroit, at whose suggestion the Agency 
Section was instituted by vote of the 
Convention, for the painstaking efforts 
he has put forth, as chairman of the 
committee on the installation of this 
New Section, in working up a most log- 
ical premier program—on the selection, 
acquiring and training of agents—with 
an exceptionally well qualified group of 
men as speakers. 

At cur home offices life insurance com- 
banies are in the best possible position 
‘0 set unmatched standards of person- 
nel section and are taking advantage 
of ther position in this regard. Stand- 
ards «’ employment are not the same as 
stands ds of underwriting, but they are 
similar and through the co-operation of 
the ndical department and the officer 
or div'sion having charge of new em- 
floym at, it is possible to prevent the 


‘mplo. ment of any one who does not 
meet «ven higher standards than are set 
in un 


rwriting selection. No employe— 
officer. clerk or agent—need be accepted 
withovt having passed suitable personal 


President Arnold's Comments Applauded; 
W. L. Crocker Heard On U.S. Chamber 


Convention President Praises Quick Response of Business in 
Coming to Rescue of Policyholders in International Life 
Failure; Agents Not Overpaid; W. L. Crocker Tells of 
Fine Work of U. S. Chamber in Checking Paternalism; 
R. W. Huntington Heard on Executive Problems 


St. Louis, Oct. 10—O. J. Arnold’s ad- 
dress was given the closest attention. 
His statement that regulation of acquisi- 
tion cost by the state or legislature should 
not be carried to excess, that agents 
were not overpaid and that companies 
were instituting many economies met 
with the approval of many in the audi- 
ence. His comments on the failure of 
the International Life and the speed 
with which the policyholders were pro- 
tected through reinsurance of the com- 
pany was also carefully noted. 

He introduced Walton L. Crocker, 
president of the John Hancock, who told 
what the United States Chamber of 
Commerce is doing in safeguarding the 
interest of all business, including the in- 
surance. Mr. Crocker is a director of 
the Chamber, representing the world of 
business and not specifically as an in- 
surance man. He made a plea that all 
ccmpanies co-operate with the Chamber 
which was fighting the battles of sound 
insurance and opposing the growth of 
paternalism and bureaucracy. After his 
talk Mr. Crocker went to the St. Louis 
Chamber of Commerce where he made 





WALTON L. CROCKER 


an address on aviation and life 
ance. 

The first speaker of the afternoon ses- 
sion was President Huntington, Connec- 
ticut General. 


insur- 





and intellectual standards. Carelessness 
in selection results in high and costly 
turnover and incompetent work. The 
ideals and the obligations of life insur- 
ance demand the highest type of per- 
sonnel to successfully carry them into 
execution, both at the home office and 
in the field. The company which does 
not select its home office employes under 
rigid standards of health and mental 
alertness, as well as of personal integ- 
rity, finds it difficult today to defend 
such careless, questionable methods. It 
is as much a scientific problem to select 
employes as is underwriting selection. I 
believe our new Office Management Sec- 
tion under the able leadership of Roy 
M. Jones, secretary and treasurer of the 
Atlantic Life, in addition to pointing the 
way to increased efficiency and economy 
of home office operation, will give im- 
petus in this direction. 

While I have thus made reference to 
the newly established Sections, it is 
proper to pay tribute to the work of 
the older Sections—the excellent work 
done by the Medical Section under the 
direction of Dr. Ross Huston of the 
Bankers Life of Iowa, who was succeed- 
ed in office at their very successful meet- 
ing here in St. Louis last spring by Dr. 
James T. Montgomery of the Southland 
Life of Dallas; the Legal Section under 
the direction of General Frank W. Mc- 
Allister of the Kansas City Life, and 
the Financial Section, now completing 
its first year under the direction of Judge 
W. H. Hinebaugh of the Central Life 
of Illinois. 

During the past year the executive 
committee has established a rule to the 
effect that the chairmen of the various 
Sections—the Medical Section, the Le- 
gal Section, the Financial Section and 
the newly formed Agency and Home Of- 
fice Management Sections—shall be in- 
vited to be present at all meetings of the 
executive committee, with the same 
rights already given to former presidents 
of the Convention, i. e., the right to 


originate motions and to be heard on any 
question, but without the right to vote. 
The purpose was to secure the advan- 
tage of the co-operation of those to 
whom these special activities are en- 
trusted, and short experience has proven 
the wisdom of this innovation. 

It is encouraging that our great polit- 
ital parties take official recognition of the 
magnitude of our industry. Mr. Hoover, 
commenting upon our national prosper- 
ity, says: “With all our spending, we 
have doubled savings deposits in our 
banks. and building and loan associations. 
We have nearly doubled our life insur- 
ance. * * One of the oldest and 
perhaps the noblest of human aspira- 
tions has been the abolition of poverty. 
* * * We in America today are near- 
er to the final triumph over poverty than 
ever before in the history of any land,” 
he says. 

With over eighty billions of life in- 
surance carried in America, with over 
eighteen billion which will be written in 
1928, with over one-half billion paid to 
beneficiaries and policyholders in 1928, 
can we not for life insurance accept Mr. 
Hoover’s tribute to our business, not in 
a spirit of pride, but in one of solemn 
obligation and consecration ? 

I want to close with another quotation 
from Mr. Hoover, because I feel it is of 
singular encouragement to us as mem- 
bers of the American Life Convention. 
He says, “The whole practice and ethics 
of business has made great strides of 
improvement in the last quarter of a 
century, largely due to the effort of busi- 
ness and the professions themselves. One 
of the most helpful signs of recent years 
is the stronger growth of associations of 
workers, farmers, business men and pro- 
fessional men with a desire to cure their 
own abuses and a purpose to serve pub- 
lic interest. When business cures its own 
abuses, it is true self-government and 
comprises more than political institu- 
tions.” 

In opening this twenty-third meeting 


of the American -Life.Convention,-may 
we not be heartened and inspired by the 
encouraging messages of the two pres- 
ent-day political leaders to American 
business, and may we not agree that 
our great industry not only demands of 
us our best and most exalted efforts, but 
that it deserves of the government the 
liberality of reasonable, not restrictive, 
supervision, freedom from unjust taxa- 
tion, and the coristructive and progres- 
sive co-operation that our two leading 
statesmen pledge to legitimate business 
operated as all business should be, in 
the interest of both the state and the 
individual. 

During the past year the officers of 
the Convention companies suffered a 
deep personal loss in the death of our 
former secretary and general counsel, 
Thomas W. Blackburn. One of the ori- 
ginal group with J. B. Reynolds, Isaac 
Miller Hamilton, Charles E. Dark and 
Sidney A. Foster, who were responsible 
for the conception of the Convention, 
Mr. Blackburn was an_ indefatigable 
worker for the advancement of the in- 
terests of the Convention, and to him 
and his untiring efforts we owe most of 
its present size and influence. His loss 
was a serious blow to American insur- 
ance interests, as well as to the Conven- 
tion, and a personal bereavement to his 
many friends. 


Sees Fine Future for Convention 


As you will learn from the secretary’s 
report, the Convention activities have 
been carried on successfully throughout 
the year. It is a matter of particular 
gratification that the American Service 
Bureau has had the best year in its his- 
tory. It is now operating at a profit. In 
fact, the deficit has been entirely wiped 
out and the Bureau had a surplus as of 
September 1, 1928, of $20,000. I bespeak 
for it your continued and increased pa- 
tronage. 

I want to express my deep sense of 
appreciation of the unfailing interest, 
great ability, and co-operation of my 
friends of the executive committee of 
the Convention and their zeal in its be- 
half and their personal helpfulness to 
me. My term of office has proved a year 
of real pleasure through their friend- 
ships and associations, and through the 
cordial and ever willing helpfulness of 
the committee chairmen and members. 
So many of our membership have con- 
tributed valuable services to the Conven- 
tion during the past year that it would 
not be practical to refer to them all. Ref- 
erence should, however, be made to the 
conspicuous service rendered by the Ac- 
tuarial Committee, and especially by its 
chairman, Henry Buttolph, of the Amer- 
ican Central Life, in the coupon matter 
before the Treasury Department. Nor 
can I overlook in this connection the 
able assistance rendered by George Gra- 
ham of the Central States in the prep- 
aration of the case in consultation with 
our secretary and general counsel. The 
especial thanks of the Convention are 
likewise due John M. Laird, of the Con- 
necticut General, chairman of the dis- 
ability committee, and to Arthur Hall of 
the Lincoln National and C. O. Shep- 
herd of the Missouri State, chairman and 
vice-president, respectively, of the avia- 
tion committee, and to the members of 
these committees for the services ren- 
dered by them. The reports of these 
committees will prove a real contribu- 
tion to the fund of insurance knowledge. 

No tribute can be sufficiently emphat- 
ic to express the splendid work done by 
our able secretary, Claris Adams. The 
hard w and intelligent and sympa- 
thetic effrt that he has lent to every 
suggestion and every movement for the 
Convention welfare and improvement 
have kept us all at an effective pitch 
of enthusiasm. His really great gift of 
oratory has brought credit to our asso- 
ciation and to the great institution of life 
insurance. With the continued acive in- 


terest and co-operation of each individ- 
ual in our distinguished membership, I 
can see only a bright and growing fu- 
ture for the Convention under his man- 
agement, 
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The 100% 


Insurance Newspaper 


You Believe 


—in 100% leather for shoes 

—in a 100% company 

—in a 100% contract 

—in 100% service to clients 

—in 100% remuneration for service 


YOU SHOULD BELIEVE 
—in A 100% INSURANCE NEWSPAPER 


THE EASTERN UNDERWRITER, which has 
for many years been publishing THE GOLD 
BOOK of LIFE INSURANCE SELLING, is no 
less than a 100% weekly insurance news- 
paper interpreting the true spirit of the busi- 
ness. 

You may be a life insurance producer espe- 
cially, and a good one too, and know all 
about your company, its contracts and the 


Maybe he is troubled, as is often the case, by 
a fire insurance problem and needs your 
advice. 

If you are depending on the service given 
by a trade paper covering just one branch of 
the multiple line business of insurance you 
will frequently find that you cannot give your 
clients helpful advice in many vital matters 
confronting him as respects those other lines. 
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Investment Section Of Meeting Proves 
Big Success At Its First Gathering 





Problems Confronting Executives Charged With Responsibility 
of Investing Company Funds Discussed Before New 
Section of Convention and Followed With Keen Interest; 
Company Legal Talent Also Held By Addresses in Their 
Meetings in Spite of Competition of Babe Ruth’s Home 


Runs 


St. Louis, Oct. 10.—The American Life 
Convention, which is growing in impor- 
tance in size and in diversity of inter- 
ests cach year, began its main session 
on Wednesday of this week following 
two days of sectional meetings, one de- 
yoted to the law and the other to finance. 
Some idea of the interest taken by the 
life insurance lawyers can be gauged by 
the fact that the legal section kept go- 
ing until 6:30 Monday night. 

It is a big program with a tremendous 
variety of topics which the lawyers had 
confronting them, and this is one sec- 
tion of insurance men who not only 
listen to speeches intently, but are ready 
and willing to discuss mooted points on 
the floor. 

The most general interest in the early 
convention proceedings, however, was in 


the investment section which was hold- 
ing its first annual convention. The 
general impression was that the new 
investment division is a big success. The 
problems affecting finance are so dis- 
tinctive and have so much in common 
interest that every paper was listened 
to with the closest attention and some 
of them were so good that undoubtedly 
they will be copied by the bank and trust 
company trade publications. 

An interesting sidelight on the invest- 
ment meeting was that it was played to 
the competition of the world series base- 
ball games, in which Babe Ruth was one 
of the participants. This was one of the 
few cases on record where a large num- 
ber of people had to decide whether to 
see Babe Ruth in a sport epoch or listen 
to some speeches. The Babe lost out. 


Convention Could Not Agree On Form 
Of Beneficiary Clause Used With Trusts 





Wide Difference of Opinion Among Lawyers as to Whether 
Insured May Under Trust Agreement Waive Privileges or 
Options and as to Effect of Knowledge by Company of 
Existence of Trust; President H. B. Arnold of Midland 
Mutual Explained Form Adopted by His Company to Meet 


This Situation. 


St. Louis, Oct. 11—The American Life 
Convention could not agree at this week’s 
session as to just what form of bene- 
ficiary clause in connection with trust 
agreements should be adopted and the 
matter was held over following a discus- 
sion of the subject participated in by 
Chairman McAllister of the committee, 
who is counsel of the Kansas City Life; 
president H. B. Arnold of the Midland 
Mutual Life, and others. 

President Arnold of the Midland Mu- 
tual has been in consultation with various 
lawyers on the subject and in investigat- 
ing he found a conflict of opinion on the 
fundamental proposition as to whether, by 
the trust agreement, insured, either by 
express provision or by omission, may 
Waive or restrict his privileges or options, 
and as to the effect of knowledge by the 
insurance company of existence of a 
trust. 

Under trust agreements expressly waiv- 
ing the right of revocation, notice of the 
existence of a trust would be of vital 
importance, unless the right to revoke or 
to exercise policy rights is expressly re- 
Served 

The Midland Mutual Life has adopted 
aform by which it believes in some de- 
Sree the purpose of the insured is fur- 
thered and the interests of the ultimate 
beneficiaries are somewhat safeguarded 
and by which under all conditions the 
interests of the company are protected. 
This form establishes the existence of a 
Written agreement through identification 


by its date and by location of a copy in 
the possession of a designated person. 

It provides that the insured reserves 
the right upon his sole signature to re- 
move or change and successively remove 
or change, such beneficiary; to withdraw 
in cash the dividend and surrender values 
and additions; to obtain loans upon the 
policy and generally to exercise policy 
privileges and options. 


The form further provides that the 
trust agreement shall apply only to the 
proceeds payable at the maturity of the 
policy by death; that the company shall 
not be bound or in any way obligated 
by the terms, provisions, or conditions 
of the agreement; and that the payment 
cf the net proceeds of the policy at death 
to the then designated beneficiary shall 
constitute a full and complete discharge 
to the company. 

Where application is originally made 
for the issuance of insurance to a trustee 
beneficiary under an existing trust agree- 
ment, the company requires as part of 
the application a request similar to that 
used for change of beneficiary. 

Under present Midland Mutual poli- 
cies an assignment is void unless a dupli- 
cate is filed with the company assented 
to in writing and endorsed on the policy. 

A change of beneficiary does not take 
effect until a written request on the com- 
pany’s form is filed and endorsed on the 
policy. 

The theory of this form is that while 


the insured could waive or abridge his 
policy privileges and options by the trust 
agreement either by express provision or 
by omission and while the company is 
affected by its knowledge of the exist- 


ence of a trust, yet, that as the trust 
agreement would not become effective in 
connection with the policy and the trus- 
tee and ultimate beneficiaries could ac- 
quire no vested interests until the filing 
of the request for change with the com- 
pany, the insured in making the agree- 
ment effective by filing the request, may 
by provision therein, effectively reserve 
to himself his policy rights and _privi- 
leges, notwithstanding the trust agree- 
ment may be of different import stand- 
ing alone. 

In other words, when the request for 


change is filed, the circuit is complete 
and form for change of beneficiary, con- 
stitute one transaction and must be so 
construed. 

If a trust agreement creates a vested 
interest in the trustee before the change 
or assignment is filed with the company 
in conformity with policy provisions, the 
company’s position is untenable. But this 
is not so. ; 

Under the opposing view, the trust 
agreement would be held to overcome 
policy provisions and destroy rights given 
to the company by the policy. However, 
it may be that, where a policy is assigned 
to a trustee beneficiary, a copy of the 
trust agreement should be required to be 
filed or that in the form of assignment, 
the insured should expressly reserve the 
right to revoke the assignment. 


Nothing Compares With Life Insurance 
To Accomplish Thrift, Says J. L. Loomis 





Speaking as Representative of Life Presidents’ Association, 
President of Connecticut Mutual Paints a Vision of the 
Benefits to Succeeding Generations Through Life Insur- 
ance; Removal of Fears and Increase of Confidence More 
Than Repays Insured For Cost 


St. Louis, Oct. 11—James Lee Loomis, 
president of the Connecticut Mutual Life, 
talked to the American Life Convention 
today as a representative of the Associa- 
tion of Life Insurance Presidents. 


‘What development in the span of a 
single life has taken place in life insur- 
ance?” he said. “We read the figures, 
but like the distance to the stars we 
cannot grasp them. Not to describe or 
to estimate, but merely to inspire your 
own thought, I will make suggestion of 
the position of life insurance from the 
standpoint of thrift and from the stand- 
point of assurance to increasing age and 
confidence on the part of our dependents. 

“Without the accumulation of knowl- 
edge and of material resources each gen- 
eration began where the previous gen- 
eration began. Thrift is the accumula- 
tion of energy usefully employed for 
one’s own benefit or the benefit of 
others. 

“The Parthenon, Appian Way, the 
Aqueducts, of Rome, all still in service, 
are store houses of knowledge, and our 
transportation systems are but illustra- 
tions and monuments to national thrift. 

“Upon the same principles applied to 
ourselves as individuals we should see 
to it that the members of the coming 


generation for whom we may be directly 
responsible, shall start at least with 
knowledge and resources a few steps in 
advance of the place from whence their 
fathers started. 

“Canvass all the plans you know as a 
means of accomplishing in human life this 
fundamental economic principle of thrift 
and there is nothing that compares with 
life insurance. 

“Across the street from my home is 
the last surviving veteran of the civil war 
in our neighborhood. The interest and 
the pleasures and the confidence of this 
old man and his wife protected with the 
equivalent of an annuity, or the pro- 
ceeds -of an endowment policy, make 
these two persons a constant source of 
inspiration to me. 

“In the insurance in force in your in- 
dividual companies there is much that 
removes fear and establishes confidence. 

“From the standpoint of the insured I 
feel certain that the lessening of his 
fears and the increasing of his confi- 
dence enlarge his earning capacity by 
more than the life insurance premiums 
paid. 

“In the hundred millions of insurance 
in force, who knows how many words 
of hope there are for hearts burdened 
with fears?” 


Suggestion For New Industrial Section 
Not Very Enthusiastically Received 





Some Believe That Convention Is Already Heavily Sectioned; 
Only About a Dozen Companies in Organization Write 
Industrial; If There Is Genuine Desire for It There Might 
Be an Industrial Conference 


St. Louis, Oci. 12—A suggestion for 
the organization of an industrial life in- 
Life 


Convention presented to the convention 


surance section of the American 
and referred to the executive committee 


has not aroused any particular enthusi- 
asm as some people feel that the con- 


vention is already heavily sectionized. 
Those having such sentiments say that 
of the 140 odd companies in the con- 
vention only a dozen or so write indus- 
trial insurance. However, if there is a 
genuine desire to hold an industrial con- 
ference at one of the sessions opposi- 
tion might not be very strenuous. 
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Company Departments 
Should Work Together 


COORDINATION OF EFFORT 





Hillsman Taylor, President of Missouri 
State Life, Discusses Company 
Organization 





The coordination of the various depart- 
ments of a life insurance company and 
the interlocking of their functions were 
discussed by Hillsman Taylor, president 
of the Missouri State Life. Mr. Taylor's 
address. follows: ree 

The departments of a life insurance 
company can very profitably be divided 
into two classes, to wit: Operating and 
Service. 

Operating departments consist _ of 
those that primarily function in limited 
or given matters within their own de- 
partments. , 

Service departments are those that 
function throughout all the departments 
of the company,-such as the legal <de- 
partment, actuarial department and ‘ac- 
conuting.department. So that in the con- 
sideration of the co-ordinantion of the 
various departments of a life insurance 
company, it becomes necessary to con- 
sider the relationship of the operating 
departments to one another, and also the 
general work of the service departments 
throughout the entire organization. 

Service departments supposedly do not 
originate either business or programs, but 
direct, advise and keep in the proper 
course all the departments of the com- 
pany. Of course, these departments are 
not precluded from originating either 
programs or business, but their primary 
functions are to direct, advise, furnish 
information and keep records, and in this 
capacity they should be called upon by 
every deal of the organization. 

Operating departments operate more 
or less up and down in a limited sphere. 
Service departments, while co-operating 
with all departments, operate through 
them. 

The co-ordination of departments nec- 
essarily requires that there be a head 
to the organization and that there be a 
head to each department, and that that 
head be either directly or indirectly con- 
nected with the head of the institution 
and directly responsible to it. 


Should Have Close Co-operation 


It is perfectly obvious that the ac- 
counting department and all other ac- 
counting procedure should be concen- 
trated in one head, but that head should 
be charted with the responsibility of see- 
ing that the bookkeeping and auditing 
throughout the entire organization is 
done in the same manner and form, and 
that it is all co-ordinated. 


While the various departments may not 


be directly attached to each other, by a . 


uniform method of bookkeeping the re- 
lationships of all departments is main- 
tained, and there is a definite course of 
accounting that can and will be pursued 
through the organization. 


The actuarial department of a life in- 
surance company’ should function 
through each and every division oi the 
company. It is the outstanding service 
department of the insurance company, 
and is called upon in every phase of the 
conduct of the business. For this rea- 
son, actuaries have become very profi- 
cient in every line of insurance endeavor. 


The actuarial department should co- 
operate very closely with the agency de- 
partment in determining upon a more or 
less comprehensive set of policy forms— 
forms which will serve practically every 
legitimate need which may arise within 
the life insurance field the company has 
chosen to cover, and forms which will 
be attractive to the selling organization. 
As conditions change and the business 
develops there will be opportunity for 
changes in the company’s plans. 

Even in the matter of premium rates, 
there is opportunity for co-operation be- 
tween these two departments. The poli- 


cies of the agency department, within 
narrow limits, will offset the premium 
rates which the company safely and 
profitably can quote. 

Again there should be co-operation in 
the matter of commission rates. Com- 
missions should be consistent as between 
different plans, a condition which is very 
often seriously violated, within their lim- 
its, commissions can be arranged to at- 
tract the character and class of business 
which the company most desires—busi- 
ness which is most profitable perhaps. 

There will be frequent opportunity for 
co-operation “between these two depart- 
ments in working up sales plans and 
methods. 

The actuarial department can profit- 
ably co-operate with the medical de- 
partment and the underwriting depart- 
ment keeping in touch with literature 
and experience, published and otherwise, 
of other companies, and studies of the 
company’s own mortality experience with 
a view of improving mortality on class- 
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es which are found unprofitable and un- 
satisfactory. 

The same thing can be done in the 
case of accident and health business, 
particularly in studies of loss experience 
by agents. 

The functions of the legal department 
are to advise and direct, and it works 
throughout the entire departments. The 
legal department, perhaps more than any 
other, is a service department, advising 
and assisting the other departments, but 
having few original functions of its own 
and but little routine administrative ac- 
tivities. Every department has legal 
questions arising almost daily; but not 
every department head can or should be 
a lawyer—with the result that the legal 
department becomes the technical, ex- 
pert, advisory assistant to every other 
department. 

In the main, the legal department is 
relieved of executive responsibility, so 
that its members may give correct ad- 
vice to other executives on the legal as- 
pects of their problems, uncolored by 
the responsibility of making decisions or 
determining policy, and leaving to the 
other executives, with the aid of such 
advice, the decision. For example, the 
claim department has the advice of the 
legal department as to whether or not a 
given statement of facts creates a liabil- 
ity, as to whether or not certain other 
facts constitute a defense under the pol- 
icy contract, and the probabilities of 
maintaining such a defense in a particu- 
lar jurisdiction where the particular 
claim arises. The legal department does 
not pass on claims, but upon the advice 
so given, the claim department deter- 
mines whether or not the defense shall 
be attempted, and only then does the 
claim come into the legal department for 
handling, and then only for the purpose 


of presenting and supervising through 
local counsel the presentation of the de- 
fense. Similarly, in investment transac- 
tions, the legal department does not say 
that a certain deal shall or shall not be 
made, but only advises whether it is a 
legal transaction, and if legal and deter- 
mined upon by the investment execu- 
tives, sees that it is consummated in a 
legal manner and so as to protect the 
company’s rights. 

A direct service function is performed 
by the legal department in keeping track 
of new decisions and proposed and en- 
acted legislation, bringing such matters 
to the attention of the interested de- 
partments. 


Functions of Advertising Department 


The advertising department of a com- 
pany is an integral part of the whole 
organization. It is, as some one has apt- 
ly termed, “The Expression Department” 
and in that sense it bears a relation to 
practically every other department of the 
company. 

Everything that goes out from the 
company, that makes contact with the 
public has an advertising value. This in- 
eludes not only advertising material, but 
stationery and printed matter of all 
kinds. All these things have a direct 
influence in establishing the character 
and reputation. of a company. The ad- 
vertising department is in a position to 
“ender valuable service in the physical 
preparation of all such material. 

The advertising department is also the 
mouthpiece of the company, so to speak, 
in voicing to the public the policies and 
principles of the management as well as 
its policies of insurance. 

The chief function of the advertising 
department, however, is in connection 
with the sales effort and it is therefore 
specially closely related to the sales de- 
partment. In this relation its functions 
are three-fold: 

1. Creative preparation of the com- 
pany’s selling effort through the 
printed word, and the correlation 
of these efforts with the sales pro- 
gram of the company. 

2. Servicing sales representatives 
through general agents or branches, 
or other proper channels, by fur- 
nishing effective sales helps. 

3. Building good will on the part of 
policyholders, prospective clients 
and the public generally, through 
the mediums of publication and di- 
rect mail advertising. 

A further amplification of the duties 
of the advertising department would in- 
clude a constant review of field problems 
and opportunities, and a proper study 
of means and media for aiding in the so- 
lution of those problems and meeting the 
opportunities offered. 

The advertising department of a com- 
pany is an important force in building 
and maintaining a high morale and loy- 
alty among the field men through the 
medium of its field bulletins and similar 
publications. 

It will be observed that these service 
departments represent the co-ordinating 
features of a life insurance company, and 
through them the officers and employes 
are made to know the relationship of the 
various departments. 

The agency department, underwriting 
department, medical department and in- 
vestment department all function as op- 
erating departments, but they are con- 
stantly in need of the services of the 
auditing, legal and actuarial departments 
for advice and direction, for history and 
for prophesy as to the future. 

The agency department of any life in- 
surance company is necessarily depend- 
ent upon the accounting department for 
all financial matters connected with the 
balances and accounts. It is dependent 
upon the actuarial department for. mor- 
tality, character of risks, etc. submit- 
ted by an agent, and it often has to call 
upon the legal department for instruc- 
tions and advice. 

The investment department of any 
well organized company needs the serv- 
ices of an actuary and an accountant 
almost as much as those of the legal 


F. V. Keesling Talks (_ 
Incontestable Claise 


INCLUSION ORIGIN A MYST<Ry 





West Coast Life Executive Gives \ jews 
at Legal Section, American L. 
Convention 





It seems impossible to fix the r 
sibility for the inclusion of the inc... est- 
able clause in life insurance co: 





acts 
but we find in the beginning, pr. ‘sion 
that the policy should be incont« ‘able 
within a fixed period after its date, 
Francis V. Keesling, vice-preside:. and 
general counsel, West Coast Lif. said 
before the legal section of the Am rican 
Life Convention at St. Louis this week 
in an address on the “Ubiquitous | con- 
testable Clause.” Some of the moiifica- 
tions of this simply stated period | con- 
testability, while evidently intenicd as 
additional protection, seem to havy« been 

(Continued on Page 12) 

department. Life insurance is to a very 


great extent banking on the average, 
expectancy of men, and an actuary can 
furnish a great deal of information that 
would be of inestimable value to the buy- 
er of securities. 

The medical department is not so 
closely related to the legal department, 
but it is tied up so closely with the ac- 
tuarial department that they sometimes 
almost become one. They function to- 
gether from birth to death and both are 
held responsible for the death of policy 
holders. 

Where a company writes group insur- 
ance and accident and health insurance, 
the service lines become more distinct. 
The addition of this line of underwriting 
broadens out the range of the service 
departments, widens their activities to 
cover every phase of these added de- 
partments. 

The underwriting department while 
one of the most important functions of 
a life insurance company is the out- 
growth of the medical and actuarial de- 
sire for physical speed and accuracy. 
This department is so closely connected 
with the actuarial department and med- 
ical department that it might be said to 
be a subsidiary of both, but it functions 
with almost every department except the 
investment. 

I do not think too much stress can be 
placed upon the necessity for one de- 
partment taking advice and counsel from 
another, nor do I think the failure of one 
department to call for help can be 
frowned upon too severely. Sometimes 
one head undertakes to function as doc- 
tor, lawyer and accountant when he is 
none of these. This often leads to con- 
fusion, worry and loss. 

Well defined duties with clearcut re- 
sponsibilities invariably lead to better 
organization, and a more complete un 
derstanding of the business. When the 
powers are sharply defined and the con- 
dition of each department easily deter- 
mined, the exact and precise condition 
of the company will be known to the 
head. The statement will be easily ex 
plained and capable of thorough analy- 
sis. 

Thorough co-ordination and definitely 
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defined authority and power usually un & 


fies departments to a very unusual de 
gree. This is a condition that every 
ganization head desires. It is the neat 
est approach to a perfect working mi 
chine. 

When all the operating depa:tment 
can be joined and firmly bound : gethet 
by the service departments that | inctio! 


with speed, accuracy and co-operative: 
ness, they will have become coor ‘inated 
But, of course, the one great o: tstant 
ing requirement for any coordi tion’ 
a thorough understanding of the officet’ 
and employes, and a helpful s:irit @ 
co-operation among them. Wi.:n ths 
spirit exists, and all of the func ions % 
the company are thoroughly unc rstoo 
success, so far as the home offic: is col 


cerned, is assured. 








very 
age, 

can 
that 
buy- 


so 
nent, 
: ac- 
imes 
1 to- 
1 are 
olicy 


nsur- 
ance, 
tinct. 
riting 
rvice 
es to 


1 de- 


Wi SE Na A ia i 


while Fe 
ns of 
- out- 
al de- 
uracy. 
nected 

med- 
aid to 
ictions 
pt the 


can be 
ne de- 
>| from 
of one 
an be 
1etimes 
as doc- 
1 he is 
to con- 


cut re- 

better 
ete un- 
hen the 
he con- 
, deter- 
ondition 

to the 
sily ex 
1 analy: 


PSE NLP RE LE SE CLOT SERNA 


a 





je finitely 
ally uml 
sual de- 
ery Of 
he neat- 
ing ma 


‘Ss 


a 


artments 
together Re 
{ inction 
rative: 
‘inated 











October 13, 1928 


AMERICAN LIFE CONVENTION EDITION—THE EASTERN UNDERWRITER 


Page 9 





Disability Committee 
Makes Third Report 


ANALYZES COMPANY PRACTICE 





Finds Disability Benefits Have Social 
Value And Are Here 
To Stay 





‘he disability committee of the Am- 
ercan Life Convention presented a com- 
picte report in 1923 and a supplementary 
report in 1926 and at this meeting the 
committee presented another report 
which it said was to be read in connec- 
tion with the two previous reports, which 
c vered the subject of disability from 
its introduction in 1896 down to 19206. 
The chairman of the committee is J. M. 
Lurd and it contains a number of promi- 
ncnt members. 

fhe ninety-day clause is the subject 
of much difference of opinion, says the 
report but the committee feels that if 
toial disability has continued for a cer- 
tain period it should be covered under 


the policy. P 
In certain states the word “perma- 
nent” is required by law and some feel 


that it should be retained to indicate 
that short claims are excluded. Others 
think that a life insurance company 
should cover only “permanent” total dis- 
ability. The committee points out that 
it is confusing to use this word indis- 
criminately for claims and recommends, 
to avoid misunderstanding, that a com- 
pany which is covering total disa- 
bility lasting more than ninety days 
should not be required to describe this 
benefit as permanent. It should be per- 
mitted to say that it covers either per- 
manent or temporary disability lasting 
more than ninety days or simply that it 
covers any total disability lasting more 
than ninety days. 
Typical Net Premiums 
On the ordinary life plan for waiver 
of premium and monthly income of $10 
per $1,000, ceasing at age sixty, typical 
net premiums by the various tables are 
as follows: 
Permanent (Without the 90-Day 
Provision) 
Craig’s 
Committee Committee Modification 
Age Hunter Vable 20 Table 21 of Committee 


20 $0.94 $1.46 $1.25 $1.40 
30 1.29 1.77 1.51 1.72 
40 1.87 2.23 1.95 2.20 
50 3.00 3.08 2.84 3.13 
55 4.07 3.88 3.71 3.99 
90-Day Provision 
Beer’s 


Committee Committee Modification 
Age Hezlett Table 22 Table 23 of Committee 
6 


20 $1.3 $1.20 $2.23 $2.21 
30 1.91 1.57 2.89 2.70 
40 2.81 2.26 3.98 3.69 
50 4.55 3.52 5.84 6.66 
55 6.18 4.50 7.26 8.82 


or the ninety-day provision, some ac- 
tuaries for convenience use Hunter’s Ta- 
bles with suitable modifications—for in- 
stance, the addition of a percentage and 
a constant. In determining the modifica- 
tion for any particular company, there 
should be in mind, the committee says, 
the statement of the committee of the 
Actuarial Society that the net premium 
required depends not only on the type 
ot benefit and policy conditions but on 
the administration of the business with 
particular reference to selection of risks 
an’. settlement of claims. 


Gross Premiums 


‘aving determined suitable net pre- 
miims, there must be added a loading 
expenses and contingencies. This 
ing should include not only commis- 
Sis, taxes, and general overhead but 
tr 1 5% to 10% of the premium for 
In--stigating and settling claims. This 
‘rticularly important in a small com- 
p with no well-established Claim De- 
I — On small policies for in- 
St-oce, $1,000 or $2,000—the " allowance 

claim expense is inadequate. 
hiS Occupation vs. ANY Occupation 
vntinuing, the report says: “Under 
»ility benefits with life insurance, it 
been customary to define disability 


as ‘inability to perform the duties of 
any occupation. A few companies now 
define it as ‘inability to perform the du- 
ties of his occupation.’ Apparently they 
feel that practically all claims payable 
under the words ‘his occupation’ must al- 
so bé paid under the words ‘any occupa- 
tion’ and that they might as well have 
such sales advantage as goes with the 
broader definition. Evidently they are not 
disturbed over the fact that the new lan- 
guage covers a change in occupation even 
though there is no loss of income, that 
the broader definition opens up the way 
to fraud and that once a claim has been 
allowed there is little chance of proving 
that the insured has recovered. 

“In this connection, the experience un- 
der accident insurance is significant. 
Such policies provide indemnity for loss 
of business time—that is, inability to 
work. According to the policy language 
in use for over fifteen years, this was 
defined as ‘inability to perform the duties 
of his occupation.’ In recent months, 
however, several prominent companies 
have changed the language to provide 
indemnity for fifty-two weeks under his 


occupation but after fifty-two weeks un- . 


der any occupation. What has led to this 
change after fifteen years of experience? 

“The expression ‘his occupation’ was 
satisfactory in the early days when long 
claims were comparatively few. In re- 
cent years, however, there has been a 
substantial increase in the number of 
long claims. At the same time, salesmen 
of commercial accident insurance, find- 
ing themselves in competition with non- 
cancellable accident insurance and with 
permanent total disability in connection 
with life insurance, began to emphasize 
the points in which their policies ap- 
peared more liberal—for instance, using 
the expression ‘his occupation’ rather 
than ‘any occupation.’ This led such 
salesmen to tell clients that under a 
commercial accident policy the injury 
need not produce total incapacity to work 
but that the policyholder could draw ben- 
efits if some trivial injury prevented 
him from continuing his regular occupa- 
tion. 

Should Payments Accrue From The 

First Day of Disability? 

“In case of prolonged disability—that 
is, claims lasting at least six months or 
twelve months—it is reasonable to pay 
for the entire period of disability begin- 
ning with the first day. 

“A number of companies, however, 
have gone one step further. They ex- 
clude any disability lasting less than 
ninety days but if disability lasts ninety- 
one days then they pay for the entire 
period. To the man who is actually sick 
sixty days, this offers a direct incentive 
to malinger at least thirty more days 
in order to secure a _ large policy, 
incur an injury and draw an income for 
life if he is actually still able to earn a 
living. Certainly they should not pay 
such income where the claimant has tak- 
en up another occupation and is earn- 
ing as much as he did before the injury. 

Age Limit For Men 

“Although a few companies grant 
monthly income for total disability be- 
ginning before age sixty-five, the ten- 
dency is towards making the limiting 
age sixty. In the opinion of the com- 
mittee, age sixty is much better than 
sixty-five, particularly as there will prob- 
ably be a tendency for men to retire at 
an earlier age as wealth and the facili- 
ties for recreation increase. 

“One large company which has been 
granting both waiver of premium and 
disability income up to age sixty-five is 
introducing a new program under which 
both these benefits will cease at age six- 
ty. Other companies will probably take 
similar action in the near future. 

“To prevent adverse selection by men 
who aré approaching the time when 
earning power will diminish or cease, 
the company may refuse to grant disa- 
bility to an applicant above age fifty- 
five. 

Should the Limit Be $10 per $1,000? 

“The modern disability clause gives 
practically the same coverage as non- 


cancellable accident and health insurance. 


Although a few American companies are 
still issuing non-cancellable, several com- 
panies have withdrawn from the field 
and others have restricted the benefits. 
Apparently there is a strong adverse se- 
lection under non-cancellable insurance. 

“Tt is generally believed that this ad- 
verse sclection will be less severe under 
disability benefits incorporated in life 
insurance, particularly if the applicant 
is chiefly interested in life insurance, 
and the disability is merely incidental. 
In order that this relationship may be 
retained, the disability benefit should be 
limited to $10 per month. 

“Most companies have standardized on 
$10 a month but two or three have in- 
creased the benefit to $15 after the claim 
has run five years and to $20 after it 
has run ten years. In the opinion of the 
committee, this is a step in the wrong 
direction. It is directly contrary to the 
practice of British companies with long 
experience under non-cancellable acci- 
dent and health insurance in this coun- 
try where there is a tendency to put 
a definite limit on the aggregate amount 
of claim payments obtainable. 

“As a committee, we are not in favor 
of doubling the benefits if disability is 
due to accident. 


Term Insurance 

“Under a life or endowment policy, the 
disability premium is a comparatively 
small part of the entire cost and pre- 
sumably the disability benefit has less 
appeal than the life insurance protec- 
tion. On term insurance, the disability 
premium constitutes a much larger pro- 
portion of the total and there is there- 
fore more danger of adverse selection. 
Some companies consequently refuse to 
grant disability income on term policies. 

“If disability is granted on convertible 
term insurance, the policy should clearly 
indicate the nature of the disability cov- 
erage after such conversion. 

Women Risks 

“Women are subject to a higher rate 
of sickness than men and present more 
difficulties in claim settlements. If dis- 
ability income is granted to women, it 
is usually subject to some or all of the 
following restrictions: 1. Issued only to 
single women who leave home daily for 
fixed wage or salary and hold a position 
to which they devote their entire time. 
2. An extra premium of, say 50%, is 
charged. 3. The policy does not cover 
disability occurring after marriage. 4. 
The policy does not cover disability 
beginning after age fifty-five as the 
age of retirement is usually earlier 
than with men. 5. The amount of 
disability income is limited to $50 or $100 
a month. 6. Issued only at ages twenty 
to fifty. 

Non- Medical 

“Some companies which are enthusias- 
tic about non-medical life insurance are 
afraid that disability benefits on non- 
medical may show a high rate of disa- 
bility. As non-medical is comparatively 
new in this country, the experience to 
date is small and immature. Such infor- 
mation as we have indicates that with 
careful selection the non-medical will 
probably show a somewhat higher rate 
of disability than examined business in 
the same company. 

Claim Department 

“If a company is writing disability ben- 
efits, it must be prepared to handle a 
type of claim presenting much more dif- 
ficulty than the ordinary death loss. In 
life insurance, there is a tradition that 
everybody is honest and that every claim 
should be paid within twenty-four hours. 
In disability, even an apparently simple 
claim may require investigation. 

“The life insurance companies should 
encourage uniformity of procedure in set- 
tling claims. One company which rush- 
es in and makes a quick settlement sim- 
ply adds to the difficulties of other com- 
panies which require a complete investi- 
gation. 

“The work of a Disability Claim De- 
partment is four-fold: 1. It must in- 
vestigate new claims. 2. Having estab- 


lished the validity of a claim, it should 
(Continued on Page 18) 


Appraiser Must Not 
Accept Apparent Value 


MARK LEVY, REALTOR, TALKS 





Financial Section Told Many Hidden 
Items Change Worth Of Consid- 
ered Property 





Pointers on-the appraisal of real es- 
tate were given to life insurance com- 
pany officers who are handling it by 
Mark Levy, of Mark Levy & Bro., Chi- 
cago realtors and appraisers, before the 
financial section of the American Life 
Convention Tuesday. Mr. Levy is sec- 
retary of the brokers’ division of the 
National Association of Real Estate 
Boards. Part of his talk follows: 

“The reproductive value less the build- 
ing’s physical depreciation, or in other 
words, the sound value of the building, 
when added to the land value, as com- 
pared to other similar and comparable 
land values, the total making a summa- 
tion value, in most cases does not give 
the fair market value of the property as 
a whole, particularly of commercial prop- 
erties, because many buildings are 
wrongly planned, wrongly placed and in- 
efficiently managed, or have become ob- 
solescent because of the change of the 
use of the building, with the result that 
the rental return and net income do not 
justify the summation value of the land 
and replacement cost of the bricks, mor- 
tar and‘ other items. 

“My experience proves to me by every- 
thing that is fundamental in determining 
values of income producing properties, 
whether real, industrial or personal prop- 
erties (except in certain special cases) ; 
that value is finally determined by sell- 
ing value, fixed largely by its net earn- 
ing productivity. Values should be justi- 
fied by earning or productive ability. It 
therefore follows that if higher rentals 
from responsible, successful, desirable 
tenants increase values, then it also fol- 
lows that lower rentals brought about 
by long term leases or wrongly planned 
or placed buildings or with inefficient 
management reduces values. 

“When land is developed to its highest 
and best use, rented at normal market 
rentals to logical tenants, under good 
management, it is not difficult to de- 
termine the fair market value of such 
property if you know the proper charges 
to deduct from its effective gross earn- 
ing capacity, for taxes, insurance and 
maintenance and operation charges, be- 
cause the net return, when capitalized 
by the proper market rate for the par- 
ticular type of investment, gives the re- 
sultant fair market value of the property. 


Get The Facts 


“Differentiation should be made be- 
tween the speculative and strictly in- 
vestment developments. The responsi- 
bility of the appraiser is to determine 
the fair market value of the property. 
The valuation must be fair to the prop- 
erty. One should not be overconserva- 
tive but should give the property its just 
and equitable value. One must not be 
carried away with any local boosting or 
enthusiastic program, nor should hasty 
conclusions be drawn from all and any 
transactions. 

“Facts as to conditions should support 
every proper and correct appraisal. One 
cannot necessarily say that a certain 
property is worth no more or less than 
the valuation determined, but the ap- 
praised value should be somewhere near 
the true value of the property. 

An Open Mind 

Therefore, it is incumbent upon the 
appraiser to approach the consideration 
of the appraisal of property with an open 
mind and not to be influenced either by 
his own selfish interest, or by prejudice 
or desire, by remarks or opinions of ten- 
ants or adjoining owners or other ten- 
ants in the neighborhood, or by real es- 
tate brokers who may have some object 
in depressing or inflating the value of 
the particular property under consider- 
ation.” 
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Convention 


‘Sidelights 


St. Louis, Oct. 11—There are more 
presidents of eastern life insurance com- 
panies here this year than ever before. 
They include Walton L. Crocker, John 
Hancock Mutual Life; Robert W. Hunt- 
ington, Connecticut General Life; and 
James Lee Loomis, Connecticut Mutual 
Life. 

Representing the Association of Life 
Insurance Presidents are George T. 
Wight, Charles H. Taylor, Vincent Whit- 
sitt, Alexander T. Maclean, vice-presi- 
dent, Massachusetts Mutual Life, and 
George Merigold, Prudential. 

Mr. Maclean will go to Philadelphia 
next week to attend the convention of 
The Little Entente, a group of a dozen 
companies which have their own associa- 
tion. The Aetna Life recently joined it. 
The convention will be held in the Prov- 
ident Mutual Life building. The Little 
Entente meets once every six months. 

Cyrus King Drew, editor and publisher 
of “The Insurance Report,” Denver, to- 
gether with his wife and daughter, came 
from that famous Colorado city, 
driving his car. There were two Col- 
orado company officials who also made 
the journey to St. Louis by automobile. 


here 


The women of the convention enjoyed 
seeing the Col. Charles A. Lindbergh 
trophies as much as anything else here. 
They are in a museum in the park sec- 
tion of the city. 

The daily papers of St. Louis are giv- 
ing the convention a run of about a col- 
umn an issue. Walton L. Crocker’s talk 
before the Chamber of Commerce on 
aviation insurance got a column, too. 
Vice-President Brock and Medical Di- 
rector Allen of the Jchn Hancock are 
here with President Crocker. 

Commissioner Caldwell of Tennessee is 
attending all the sessions of the conven- 


tion. 
T. W. Vardell, president of the South- 
western Life, Dallas, which company 


writes only in Texas, but writes a big 
business in that state, is at this conven- 
tion, the first he has attended in some 
time. 

O. J. Arnold, president of the North- 
western National Life and president of 
the American Life Convention. presided 
with his usual pep, despite the fact that 
he was recently up from a sick bed. 

Walter Hill, of the Retail Credit Co., 
gave a dinner Thursday night for the 
newspaper men attending the convention, 
an annual custom with him. The princi- 
pal talk at the dinner was about Russia. 
A talk on Russia was also given at the 
lunch room of the Missouri State Life 
on Thursday noon. 

The American Life Convention holds 
its meetings without any singing. The 
get-together dinner on Wednesday night 
was set in a Spanish atmosphere, all of 
the performers being in Spanish cos- 
tumes. It concluded with a dance. 

J. V. Westfall of the Pilot Reinsurance 
Company, formerly vice-president of the 
Equitable Life Assurance Society, was 
seen among the lobby contingent. 

A humorous incident took place on 
Wednesday morning in the lobby of the 
Hotel Statler when the Egyptian Min- 
ister and his entourage entered and 


California Leads In Aviation Progress; 
New York Next In Number Of Airplanes 





Present Need in Aviation Is for Full Insurance Coverage at Fair 
and Reasonable Rates; Life Companies Now Charging 
Only Bare Cost of Risk and for Patriotic Reasons in Some 
Instances Charges Are Below Cost; Policies with Aviation 
Exclusion Endorsement Now Before Courts 


St. Louis, Oct. 10—That California has 
made more progress in aviation service 
than any state in the union, was one of 
the statements made by Gordon Thom- 
son, vice-president of the West Coast 
Life in his talk today. California has six 
hundred airships while the next state in 
ownership of planes is New York with 
four hundred. 

In talking of the airplane of the im- 


mediate future Mr. Thomson said that 
some twenty-five passenger ships are be- 
ing constructed to carry passengers be- 
tween San Francisco and Seattle, flying 
at 135 miles an hour. It takes a plane 
now six hours to go from San Francisco 
to Portland whereas the railroad time is 
twenty-three hours. 

One reason for the rapid development 
of aviation on the Coast is because of the 








asked for a suite of rooms. It was 
humorous to everyone except the delega- 
tion from Egypt, as there was a long 
line of people at the desk trying to get 
rooms. Reservations do not mean much 


to modern hotels during the convention 
season (and in some cities it is conven- 
tion season all the time), as many of 
them were not honored until after a wait 
of some hours. 





great distance from Coast towns to the 
Middle West and the East. Ninety por 
cent of the flying is done west of she 
Mississippi River. 

In 1927 in the United States near 
6,000,000 miles were flown and al), 
9,000 passengers were carried. r, 
Thomson read a number of figures rela 
tive to aviation casualties in this country 
and Europe and suggested that the ac-w- 
nautics division of the Department .«j 
Commerce should permanently engag: a 
trained actuary so that such figures could 
be easily available for insurance coniya- 
nies. Continuing, he said in part: 

What Present Practices Are 

“Occasionally aviators are desirous of 
obtaining insurance at standard rates 
without aviation hazard protection. Some 
companies have met such requests by is- 
suing policies with an aviation exclusion 
endorsement providing for payment ouly 
of the reserve on death resulting from 
aviation. 

“This type of endorsement was disap- 


proved by the New York Insurance De- 
partment on account of the incontestible 
provision, and the Metropolitan Life has 
applied to the courts for a decision on 
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Kansas City Life 


J. B. REYNOLDS, Pres. 
Home Office 


Insurance in Force . . : 


As WeStand Within The Prospect 
Of Our Belief 


The present management of the Kansas City Life 
Insurance Company has fora quarter ofa century directed 
the affairs of the Company and has done its best to prove 
of value to policyholders and to the institution of life 


In no way different from our friends, we have made 
mistakes; admit them; but have tried not to make similar 
errors a second time. 


Our record, including growth, development and 
treatment of policyholders, agents and the public in 
general, has been made; we are proud of it, and shall 
continue our business along the same lines as we have in 


Insurance Company 
C. N. SEARS, Sec’y 


— Kansas City, Mo. 


$ 53,000,000 
$400,000,000 
Capital & Surplus. 7 ; . $ 


7,000,000 
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the point, which may be secured this Fall. 
Until this case is decided this practice 
should be adopted with caution. 

“It ig much more desirable to be able, 
as soon aS we can accurately determine 
the hazard in the various classes, to give 
{ull coverage at reasonable and fair rates. 
The interests of the insurance companies 
are always identical with the industry be- 
ing insured and the smaller the extra 
hazard the lower the extra premium. 

“In conclusion I can say that life com- 
panies are constantly attempting to reduce 
premium rates instead of trying to get 
the highest premium possible, and those 
interested in aviation can feel assured 
that the life companies are charging only 
the bare cost of the additional hazard, 


and if there is any error, it is in favor 
of aviation. In a number of cases for 
patriotic reasons coverage is undoubtedly 
being given at below cost. 

“Life companies are helping and will 
continue to help aviation by their liberal 
attitude towards passengers on scheduled 
airways and the personnel of such air- 
ways. They will cooperate in the pro- 
motion of all rules and devises for greater 
safety of life. They will also whole- 
heartedly support the Department of 
Commerce in its efforts for better pilots, 
better planes and better airways. 

“Legislation similar to the federal 
should also be encouraged in every state 
for the greater and safer progress of 
modern aviation.” 


Claris Adams Sees Aviation Coming To 
Front And Raising New Risk Problems 





Marked Changes Have Taken Place in Trend of Investments In 
Recent Years, Says Convention Secretary; Growth of 
Public Utilities and Changes in Investment Laws Account 
for Some of Adjustments; Farm Loans Less 


St. Louis, Oct. 10—In his annual ad- 
dress Claris Adams, secretary, said that 
aviation problems were looming up be- 
fore the companies and that the Ameri- 
can Life Convention had appointed an 
aviation committee to help give a con- 
structive contribution to the aviation in- 
surance problems. He said that more 
than half the American Life Convention 
companies are writing non-medical. He 
added that many companies have in- 
creased their total and permanent dis- 
ability rates. Double indemnity has 
been profitable but total disability has 
not. 

In discussing investments he said in 
part: 

“The investment situation continue to 
present difficulties to many companies. 
For the first time in many years there 
has been an actual decrease in life in- 
surance funds invested in farm mort- 
gages, in spite of the fact that agricul- 
tural conditions have improved general- 
ly in the Middle West. This may be due 
in part to a general disposition on the 
part of the companies which have here- 
tofore specialized in farm mortgages to 
diversify their investments. It is prob- 
ably due in larger part to a falling off 


in demand for farm credits, however, 
and the competition of farm loan and 
joint stock land banks, because there is 
still a surplus of life insurance funds 
available for sound farm mortgage loans 
at reasonable rates of interest. 

“A slight relative decrease in invest- 
ments in railroad stocks and bonds and 
a large increase in stocks and bonds of 
public utilities and other corporations 
probably reveals a distinct trend in that 
direction. This has been brought about 
in part by liberalizing the investment 
laws in certain of the states, permitting 
life insurance funds to be invested in 
securities formerly prohibited by law. On 
the whole, company executives are look- 
ing forward to decreased interest re- 
turns upon their invested assets in the 
immediate future, at least, as compared 
to the recent past. 

“For the first time in this generation, 
a scandal has shocked the life insurance 
world. Even the sordid story of that 
unfortunate event, however, demon- 
strates the inherent strength of our in- 
stitution. Not a policyholder will lose 
a dollar as the result of the speculations, 
and not a beneficiary will suffer as a 
result of the crime.” 


American Service Bureau Has Its Most 
Prosperous Year, Says President 





Past Year Saw Many Extensions and Improvements in Bureau 
Service; Indebtedness to Convention Companies to Be Put 
on Interest Bearing Basis and Liquidated in Five Annual 
Installments; Future Bright for Realizing Bureau Plans 


St. Louis, Oct. 11—In his annual re- 


port President Claris of the 
American Service Bureau, said in part: 
the last meeting of the American 
Life Convention in Dallas, Texas, it was 
detcrmined that the American Service 
surcau should place its entire indebted- 
ness to the American Life Convention 
conipanies on a 6% interest bearing basis 
and that such indebtedness should be 
uidated in five annual installments be- 
ginning December 15, 1927. 
the present year has been the best 


Adams 


in the history of the American Service 
Bureau. The standard of service has 
been raised; the territory has been cov- 
ered 


more intensively; new offices and 
sub-offices have been established at local 


points; and improvements and additions 
have been made to our blanks in the 
interest of presenting more accurate and 
complete reports. 

“On the whole the outlook for the 
American Service Bureau was never 
brighter than at ihis time. It is upon 
a permanently profitable basis, and we 
believe that the Bureau is providing a 
quality of inspection service to life in- 
surance companies second to none. 

“We see no reason why the Bureau 
should not continue to prosper and with 
increased support and co-operation on 
the part of American Life Convention 
companies, the larger aims and purposes 
for which the Bureau was originally or- 
ganized, can be fully realized in the not 
far distant future.” 








Clarence L. Ayers 
New President 








Clarence L. Ayres was born at Deca- 
tur, Ind., and was educated in the rural 
schools of that section. His boyhood 
Later he studied 
law. His company, the American Life, 
was organized as the Northern Assur- 
ance of Detroit in 1907, and Mr. Ayres 
was elected vice-president. A year later 
he was unanimously elected president. 
The name of the company was changed 
to the American Life in 1921 following 
a reinsurance transaction whereby the 
American Life of Des Moines was taken 
over by the Detroit company. The Am- 
erican Life now has more than $90,000,- 


000 of insurance in force and about $15,- 
000,000 of assets. 


was spent on a farm. 


New Members 
Of Executive 
Committee 

St. Louis, Oct. 11—New members of 
the executive committee of the Ameri- 
can Life Convention are, H. B. Arnold, 
Midland Mutual, Columbus, O.; Charles 
W. Gold, vice-president, Jefferson Stand- 
ard Life, Greensboro, N. C.; and John 
M. Laird, vice-president, 
General Life, Hartford. 


Connecticut 





Synopsis of 
Aviation 
Practice 

St. Louis, Oct. 11—A synopsis of com- 
pany practice relative to aviation risks 
was presented to the executive commit- 
tee of the American Life Convention by 
a committee headed by Arthur F. Hall, 
president, Lincoln National Life, Fort 
Wayne, Ind. Thirty-five questions rela- 
tive to company practices were answered. 


Two New Sectiots Get Under Way With 
R. M. Jones and C. E. Linz As Chairman 





Home Office Management Section Gets Temporary Officers. 
Roy Jones Says There Is Need for Administration Section 
to Study Management Technique; Clarence L. Ayres Pre- 
sides at Agency Section Meeting and Names Clarence E. 
Linz Chairman of Organization Committee 


St. Louis, Oct. 12—The home office 
management section of the American 
Life Convention made its debut this 
morning with about fifty in attendance. 
O. J. Arnold, offered as its temporary 
official personnel the names of Roy M. 
Jones, secretary and treasurer of the At- 
lantic Life of Richmond, as temporary 
chairman and H. F. Chadeayne, Missouri 
State Life, as temporary secretary. The 
committee of permanent organization to 
draft rules, by-laws, etc., was appointed 
with B. J. Stookey, secretary, Illinois 
Life, Chicago, as chairman. 

Mr. Jones in addressing the conven- 
tion said that there was a distinct niche 
in the business for an organization of 
home office administration management. 
He told of a visit made to home offices 
of various life insurance companies by 
executives of other companies seeking 


data and information of all kinds. He 
said there was a technique even in the 
hiring of office boys. 

At the same time the home office man- 
agement was convening, another new di- 
vision of the American Life Convention 
having to do with the handling of agen- 
cy problems got under way in another 
part of the hotel. Clarence L. Ayres, 
the new president of the Convention, 
was in the chair. He appointed an or- 
ganization committee consisting of Clar- 
ence E. Linz, vice-president, Southland 
Life, Dallas, chairman; O. J. Lacy, vice- 
president, Minnesota Mutual Life; and 
Walter T. Shepard, vice-president, Lin- 
coln National Life, Fort Wayne, Ind. 
This section got under way with a paper 
on acquiring agents read by W. T. Grant, 
president, Business Men’s Assurance Co., 
Kansas City. 


Hold Impressive Memorial To The |Late 
Secretary and Counsel Thos. W. Blackburn 





St. Louis, Oct. 12—The memorial to 


Thomas W. Blackburn, late secretary of 
the American Life Convention was a 
short but impressive feature at one of 


the sessions of the convention. Presi- 


dent Reynolds of Kansas City Life 
moved the convention by his eloquent 
tribute to the memory of the former of- 
ficial. Other tributes were paid by Sena- 
tor Isaac Miller Hamilton and E. W. 
Randall. 





W. T. O’Donohue 
Chairman of 
Agency Section 

St. Louis, Oct. 12—The agency sec- 
tion of the American Life Convention 
this afternoon elected permanent officers 
and adopted by-laws. W. T. O’Donohue, 
vice-president, Jefferson Standard, was 
elected chairman and Walter E. Webb, 
vice-president, Na ional Life of the U. 
S. A. was elected secretary. 








Next Meeting At 
Cincinnati 

St. Louis, Oct. 11—It was decided 
here today that the next meeting of 
the American Life Convention will 


be held in Cincinnati. 
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Companies Now Need 
Balanced Programs 


EXPANSION BRINGS HAZARDS 





President May, of Peoria Life, Says 
Growth, Good Finances, Sound Poli- 
cies, Spell Success 





With the rapid progress in the ex- 
pansion in life insurance over the last 
decade and the consequent danger of the 
business spreading itself out so thin that 
there is no intensive cultivation any place 
and hence, heavy expenses, a waste of 
effort and a lack of advancement, the life 
insurance companies should take care to 
work out a well balanced program, Em- 
met C. May, president of the Peoria 
Life, told the American Life Conven- 
tion on Thursday. 

A large amount of business on the 
books does not mean success, Mr. May 
said. A company to be successful must 
have strength and a healthy growth, 
good investments and good will. It may 
be sound financially, according to the 
speaker, and yet be so stagnant as not 
to be successful or it may have a healthy 
growth in volume and not be sound 
financially. There must be a proper bal- 
ance of all the desirable qualities. Cit- 
ing specifically the factors which com- 
bined to go make a well balanced pro- 
gram, President May said in part: 

“A well balance program means, first, 
a good, solid foundation for the com- 
pany constructed of equal quantities of 
good, sound, sensible intentions and ma- 
terial wealth. One is of equal impor- 
tance to the other. It means a recogni- 
tion of all divisions of the company: an 
acquisition department, an investment 
department, home office personnel. 

“Tf we are to have our acquisition de- 
partment what it ought to be, we must 
give very careful attention to the em- 
ployment only of creditable, successful 
representatives in the field who realize 


that they are the company in their par- 
ticular locality. The company, through 
the persons doing this employing, must 
realize that when a representative is 
employed and sent forth, he is an am- 
bassador of the whole institution of life 
insurance and is sent out to create eith- 
er good will or bad will. 


Acquire Only Sound Business 


“A well balanced program means that 
we should give our attention only to 
the acquiring of business in sound, le- 
gitimate ways and not by changing 
schemes which have always to be re- 
membered and always to be explained. 
It has been proven many, many years 
ago that there is but one best way to 
place life insurance and that is for a 
representative of the company to meet 
face to face with the prospect and dis- 
cuss the proposition. 


“If we are to have our full measure 
of good will to which we are entitled, 
both the company and the agent must 
realize that they must render complete 
service to policyholders, to their families, 
to beneficiaries, to other companies and 
agents and to the. public. That service 
must be up to date service. 

“A well balanced program takes into 
consideration the personnel of the com- 
pany, with junior managers and persons 
of ability coming on to insure the com- 
pany’s continued development of its pro- 
gram. A program which includes com- 
pany personnel will eliminate or absorb 
the weak individual of the organization 
so that individual personality will not 
count for so much. 

“Tf in some way we are led into poor 
investment, we must pay a very heavy 
penalty for the error. The investments 
of a life insurance company should be 
more carefully cared for than that of 
most any other institution. The funds 
are a sacred trust. The investments of 
a life insurance company is one of its 
great problems. The temptation of high 
rates of interest have been known to 
lead to poor investments. A well settled 
program of investment, which may in- 


clude sufficient diversification to be 
sound safe and profitable, is necessary 
to make a good program in any life in- 
surance company. 

“We should grow only in sound poli- 
cies, not in cheap or trick policies. The 
agent should be just as welcome at the 
door step with the settlement, twenty 
years hence, as he was when he placed 
the policy.” 





TELLS OF SELLING PROCESS 


Some Rules and Methods Given by 
H. P. Trosper, Vice-President, 
American Life, Detroit 

In speaking on “The Selling Process” 
before the agency section of the Ameri- 
can 
Harold P. Trosper, vice-president of the 
American Life of Detroit, said there 
were five set rules in selling life insur- 
ance. They are approach, interest, con- 
centration, desire and decision. Deci- 
sion, he said, is where 50% of the sales- 
men stub their toes, because he does not 
follow up his story and give his pros- 
pect an opportunity to buy. 

Continuing he said: “He seems lost 
and doesn’t know how to help his client 
buy or reach a decision. If he would 
only say something like this at the con- 
clusion of his story: ‘Mr. Barrett, I am 
confident that you want to take advan- 
tage of this program as I have outlined 
it and all you need to do to take ad- 
vantage of it is to put your name here.’ 
Then, if there is a hesitancy, be loaded 
with a strong reserve and come back 
stronger than ever, giving him another 
opportunity to buy. If that is ineffec- 
tive, brace yourself, get up more steam, 
knowing in your heart that you are doing 
a much ercater thing for him than he is 
doing for you. That thought should give 
you additional, unlimited courage to 
come back stronger than ever and give 
him the third and last opportunity to 
buy.” 

In conclusion, he said that any sales- 
man who wishes to make a success of 
his work, even though he may have great 





Life Convention held this week,’ 


— 


knowledge of his business, a wor Jjerfy| 


‘vocabulary, and magnificent pow rs oj 


description, must put his heart, bs life 
and his all into that sale. 





Incontestible Clause 
(Continued from Page &) 


adopted without due consideration >f the 
technique of legal construction, s. 4 the 
speaker. 

_ Mr. Keesling said that Isaac 1) Hunt 
in a paper read before the legal . ection 
of the American Life Convention | 19]5 
stated that, “the purpose of such proyj- 
sion in the policy is an inducen ont to 
proposed policyholders to consvnmate 
the contract and to give assurance to the 
proposed insured that after the - xpira. 
tion of the time named the poli-y wil] 
not be contested by the insurer aiid that 
the insured may be certain tha: after 
the lapse of the time specified those who 
are to be the objects of his bounty will 
not be prevented from obtaining the 
fruits of his investment.” 

Justice Holmes, in the Johnson cases 
(Northwestern Life vs. Johnson and Na. 
tional Life vs. Miller) asserted that: 
“The object of the clause is plain and 
laudable to create an absolute assurance 
of the benefit, as free as may be from 
any dispute of fact except of death, and 
as soon as it reasonably can be done.” 

In commenting upon the matter, Mr, 
Keesling said: “Unfortunately, I think, 
within a short time after the adoption 
of the clause some of the companies act- 
ed as if they ‘did not mean what they 
said’ and such instances are those where- 
in companies set up the defense of fraud 
after the expiration of the incontestable 
period upon the theory that the contract 
having originated in fraud, would be 
contrary to public policy and therefore 
should not be enforced. Quite properly 
the courts rejected this theory.” 

In conclusion the speaker cited a num- 
ber of cases which had been decided in 
the various courts throughout the coun- 
try, showing that there was a varied 
opinion among the judges on the subject. 

















fits. 


Producers club. 





ficiary insurance. 
Dismemberment and surgical benefits. 
monthly premium sight draft plan. Non-medical. Sub- 
standard. Sales planning and circularizing department. 


Central States Life 


Insurance Company 


St. Louis, Mo. 


Issues policies at all ages 1 to 70. Both participating 
and non-participating. Children’s policies with bene- 
Double Indemnity. Disability bene- 
Special 





Available 


Arkansas 
California 
Colorado 
Florida 
Illinois 
Iowa 
Idaho 
Kansas 
Missouri 





Territory in 


Montana 
Minnesota 
Nebraska 
Oklahoma 
New Mexico 
S. Dakota 
Texas 
Utah 
Wyoming 








Write Direct To Home Office 
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° Tt t h requirement, invest- graph in the attached bill for an act. It 
Should Investment Laws Affecting Life amend te 


Insurance Funds Be Liberalized € How? 


By R. T. BYERS, 


Vice-President, American Central Life Insurance Co., Indianapolis, Ind. 


{Ev tor's Note—Mr, Byers’ discussion of 
investment laws before the Financial Sec- 
tion of the Convention was one of the 
out:'anding addresses of that group.) 


B fore discussing present and needed 
law: relating to the investment of life 
insucance funds, I wish to make a few 
genral statements and to consider cer- 
tain general principles. 


First. Life insurance funds constitute 
.a Trust, calling for the highest degree 
“of care. The ultimate owners of these 


tunds are the widows and the orphans of 
men who have given their noblest and 
most loving thoughts to the best manner 
of conserving the means for the school- 
ing of youth and the needs of old age. 

Second. The sum total of these funds 
is increasing rapidly. In 1880 thirty-one 
companies doing business in New York 
had admitted assets of $418,119,163. In 
1900 forty such companies had admitted 
assets of $1,723,737,723. On December 31, 
1927, the admitted assets of 320 life in- 
surance companies were $15,092,851,619. 
Should these funds make the same in- 
crease during the next 27 years as since 
1900, they will in 1954 amount to almost 
$150,000,000,000, which is from one-third 
to two-fifths of our present national 
wealth. While such an increase is in- 
conceivable, we know that it will be tre- 
mendous. 

How will these funds, so rapidly in- 
creasing, be wisely invested? Whether 
or not we answer the question finally 
today, it must be answered in due time, 
and, in the interest of the national as 
well as the individual welfare, it must 
be answered rightly. 

Third. Mortgage loans will not be, 
and are not even now, the answer. The 
company that thinks that mortgage loans 
and/or municipal and government bonds 
will constitute the exclusive investments 
in the future, and acts upon that convic- 
tion, will drop behind and out of sight. 

Fourth. On the other hand, both city 
and farm loans, properly made, will, so 
long as the world is a going concern and 
people continue to eat: i. e., so long as 
they continue to eat meat, be wise in- 
vestments for life insurance companies. 
The present unfavorable farm situation 
is only a passing phase. Our cities are 
growing larger, as well as the total popu- 
lation of the country, and the people 
must be fed. In this connection, I ven- 
ture the prediction that sooner or later 
conditions will call for a restatement of 
the Malthusian Law, which has so long 
been in the discard and, by many, for- 
gotten. We forget in this industrial age 
with mass production increasing geo- 
metrically, that our farms show only 
arithmetical increases and then at larg- 
er costs and with well determined limits. 


Opposes Joint Stock Land Banks 


Fiith, I am opposed to the invest- 
‘ of life insurance funds in the bonds 
he Federal and Joint Stock Land 
Banks. This opposition is based square- 
‘1 principle and has nothing to do 
the soundness of this class of secur- 
r the rate of return, though I may 
there is something to be said as to 
thei: soundness. The principle is: 


A. The Government has, through tax 
xen ption, entered into improper compe- 
tition with insurance companies, savings 
bani, and the owners of other private 
, and has thereby complicated the 

0 


cm of investing the most sacred of 
trus' funds. 


This competition, in the hands fre- 


quer‘ly of politicians unfamiliar with the 
busi ‘ss of lending money, directly con- 
tribi ‘ed to successive loans, to the land 
Price inflation and to the present unfa- 
ris le farm situation. 


The large number of farms owned 


by the Federal and Joint Stock Land 
Banks. and acquired through foreclosure 
is delaying the return of normal condi- 
tions. 

D. The Government should not go 
into any business which may be properly 
conducted through private enterprise and 
the use of private capital. 

E. It is desirable that the insurance 
companies maintain a solid front against 
the principle involved, as a deterrent 
to proposed legislation providing for 
similar city property lending agencies. 
Periodically, bills to this very end are 
introduced in Congress. The last to come 
to my attention is United States House 
Bill No. 11997, Dresser, introduced in 
March, 1928. 

I am, at this time, making the point 
that life insurance companies should not 
invest their funds in the bonds of Fed- 
eral and joint stock land banks, in order 
to give emphasis to the discussion. 

Sixth. Purchasing Power—One of the 
interesting developments in economic 
discussion during the last few years is 
purchasing power. What is the purchas- 
ing power of money, of goods, of differ- 
ent classes of production, of our invest- 
ments?- Since the farm deflation the 
farmer’s dollar has purchased relative- 
ly less than the dollar of perhaps any 
other producer. A 5% bond coupon will 
purchase less than it did in 1914. The 
results of changing the purchasing pow- 
er are at least two-fold; namely, the 
effect on current income and upon prin- 
cipal account. 

A. Current Income. During a period 
of rising prices, the income from bonds 
and mortgages, with a fixed rate of re- 
turn, will tend to do less and less work. 
That is, it requires more dollars to do 
the same work or, we may say, the 
same dollar income will do less work. On 
the other hand, the situation is reversed 
during a period of falling prices. 

Principal Account. If today the 
relation of living costs to the demand 
for money results in a 5% bond rate, 
and, subsequently, the cost of living ad- 
vances 100%, we shall have an income 
that will purchase only one-half as much. 
The bond, therefore, is theoretically 
only one-half as valuable and the price 
goes down. The price will tend to ap- 
proximate 50 cents on the dollar. The 
exact price will be de.ermined by ma- 
turity date, solvency of the debtor, sen- 
timent, volume, etc., but in theory, the 
price will tend toward one-half the par. 

One of our problems is to so invest 
our funds that the income will have a 
stabilized purchasing power and that the 
principal will not shrink during times of 
increasing prices. 

It may be argued that this is of small 
importance to a life insurance company 
because the greater part of its obliga- 
tions is paid with the same dollars that 
it receives. That is, it pays in dollars 
and not in purchasing power. This is 
not a sufficient answer. 

A. Much of the overhead of the com- 
pany is determined by current costs. 

B. Current needs may force the sale 
of bonds or mortgages at a loss. 

C. Even though policy liabilities may 
be paid in dollars and not in purchasing 
power, the vital fact remains that, with 
prices doubled, coupon assets of a given 
company tend in the world market to ap- 
proach a value of only 50 cents on the 
dollar. How can we offset this actual 
deflation in coupon assets? The subject 
of purchasing power will be referred to 
later, 

Seventh. There are two essentials of 
Proper investment of life insurance 
funds; namely, the principal shall be 
safely invested and so invested that it 
shall produce a favorable return, not only 
in dollars but in purchasing power. 


ments should be widely diversified, both 
as to nature and location. Farm mort- 
gage loans should be distributed to the 
end that only a proper proportion shall 
be exposed to any given hazard, such 
as local drought, weevil, corn borer, etc. 
Likewise, only a reasonable percentage 
of ‘city loans should be made in any 
given city. 

For the same and other reasons, all 
funds should not be invested in farm or 
city loans, even if widely distributed, or 
in any other class of investments. Wise 
diversification is essential. 

Before writing this paper, a question- 
naire was sent to the sixty-five members 
of the Association of Life Insurance 
Presidents. Fifty-six replied, as did six 
non-association companies, making six- 
ty-two in all. Forty of these replies 
were well considered. Twenty-two were 
not helpful. Some of the companies 
seemed not to get the full intent of the 
questionnaire; hence the comparatively 
few answers to given questions. There 
will be occasional reference to these re- 
plies. 


Different Classes of Investments 


With this introduction, I wish to take 
up the several classes of investments. 

3ank acceptances and bills of exchange 
have been legalized in a number of 
states, Indiana included. Because of the 
difficulty in investigating the desirabil- 
ity of any given instrument, the law 
should limit the investments to such 
paper as is eligible for re-discount by 
Federal Reserve Banks. 

Bonds—A. United States Government, 
state, county, city, water and school 
bonds are recognized as proper invest- 
ments by all and call for no discussion. 

Improvement bonds issued by 
drainage, road, levy, street, and sewer 
districts are frequently good, but should 
be investigated with great care. The In- 
diana law has legalized such bonds is- 
sued by Indiana cities of the first, sec- 
ond and third classes. Subject to few, 
if any, exceptions, I believe that the 
companies of a given state should not 
be permitted to purchase improvement 
bonds issued by the improvement dis- 
tricts of any other state. This conclu- 
sion does not apply to bonds which are 
the direct obligation of a recognized 
political subdivision, or when guaran- 
teed by such a political subdivision. 

The reasons for these conclusions are 
self-evident. Improvement bonds are se- 
cured only by assessment against the 
benefited property, and are not protected 
by the taxing power of the community. 
Each bond stands on its own bottom. 
Direct obligation bonds are secured by 
the taxing power of the entire unit. 

C. Foreign Bonds. Of the 62 compa- 
nies answering the questionnaire, 23 de- 
clared in favor of foreign bonds, 4 
against them, and 35 were non-commit- 
tal. It should be explained that nearly 
all voting “yes” specifically named Can- 
ada and its provinces. A few approved 
certain South American Nationals and 
other only those foreign bonds which are 
issued by states in which the given com- 
pany is doing an insurance business. 
Doubtless a lack of knowledge and a lack 
of experience account for so many not 
expressing an opinion. My view is that 
we should legalize the bonds of foreign 
governments in a broad way, leaving it 
to the companies to use a wise discretion 
in making their selections. We should 
not include foreign municipals, except 
Canadians. Certainly any conservative 
company would be slow to acquire Eu- 
ropean bonds at this time, even though 
there are many worthy of confidence. 
With improving world conditions, the 
list will gradually increase. Why should 
it be necessary to amend the law from 
time to time? Open the door wide 
enough and leave it to the wisdom of 
each company whether and when it will 
enter. Certain foreign bonds were le- 
galized by the 1927 laws of Connecticut, 
Michigan and Missouri and the 1928 New 
York law. 

I have given careful consideration to 
this question and submit the following 
formula, which constitutes one para- 


is not overlooked that the purchase of 
desirable foreign bonds with American 
money adds to American prestige abroad 
and contributes that much to keeping the 
world’s financial capital in the United 
States. The formula reads as follows: 


In the bonds of or guaranteed by the 
Government of any foreign country, oth- 
er than Newfoundland and the Domin- 
ion of Canada, which has not, within 
twenty-five years prior to the date of 
the proposed purchase of any such 
bonds, defaulted in the payment of prin- 
cipal .of, or interest on, any external 
bond payable in the money of any coun- 
try other than that of the issuing gov- 
ernment, or which has not by duress or 
inducement compelled the creditor to ac- 
cept less than the amount due, provided 
that no company shall purchase any such 
bonds unless they be payable in United 
States money and at some bank or trust 
company situated in the continental 
United States; provided further that no 
company shall invest, under this para- 
graph, to exceed 2% of its total assets 
in the bonds of any foreign government 
or to exceed a total of 10% in the bonds 
of all foreign governments. 

D. Industrial Bonds. These should be 
eligible, judging from the vote of the 
companies best qualified to have an opin- 
ion and by the recent laws of New York 
and Connecticut, but every issue must 
have careful investigation. 

E. Public Utility Bonds, including 
Rails, should be legalized but require in- 
vestigation as does even a farm or city 
loan. 

F. Equipments, meaning generally, 
bonds, conditional sales contracts, ete., 
securing the vendors of railroad rolling 
stock, are considered sound and worthy 
investments by nearly all competent au- 
thorities. They have been legalized in 
many states. 

Industrial and public utility bonds and 
the equipments reflect the basic welfare 
of the community. Only through and 
by the development back of these bonds 
can the nation grow and prosper. If 
wisely chosen, and if America is sound, 
they cannot fail. 

Certificates of Deposit—provide a sat- 
isfactory and proper outlet for funds 
temporarily, if they are interest bearing 
and issued by sufficiently responsible 
banks. I am inclined to believe that 
under usual conditions no company is 
justified in so investing its funds for 
the mere purpose of liquidity. It is the 
common experience of life insurance 
companies, as I understand it, that the 
current income is sufficient, under nor- 
mal conditions, to provide all of the cash 
necessary to carry on the operations of 
the institution. 

Collateral Loans—It should be legal for 
a company to make collateral loans and 
to accept as security therefor what it 
may purchase for its own account. The 
amount loaned should probably not ex- 
ceed 80% of the market value. How- 
ever, the percentage is a debatable ques- 
tion. 

Joint Stock and Federal Land Bank 
bonds have already been discussed and 
for the reasons stated found lacking. 

Policy Loans are the very best secur- 
ity and, unfortunately, are always with 
us. 

Real Estate—While the laws of the 
several states have not been carefully 
analyzed, it is the general rule that life 
insurance companies should not acquire 
real estate except to provide a place to 
carry on business and to avoid loss in 
connection with real estate loans. A 
contrary practice would involve compa- 
nies in other lines of business and ex- 
pose them to the hazards thereof. It is 
conceivable that this view will not al- 
Ways maintain, but probably the time 
has not come to undertake to change 


It should be proper, and it is in some 
states, to exchange real estate acquired 
through foreclosure, or its equivalent, for 
other real estate or other property, eli- 
gible for purchase. The previous consent 


(Continued on Page 16) 
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Cost Of Handling Investments Must Be 
Materially Reduced, Predicts D.T. Torrens 





He Sees Too Much Duplication of Work, Too Many ‘Middle 
Men” Making Rate Too Low to Investor; Keeping Funds 
Invested Profitably in Future to Be Mighty Big Job for 
Insurance Companies; Would Have Companies Establish 


Fact Finding Bureau 


Predicting that the executives charged 
with the responsibility of investing the 
funds of life insurance companies would 
have their troubles in keeping the vast 
amount invested safely and profitably, D. 
T. Torrens, vice-president of the Kansas 
City Life, speaking before the financial 


section, saw these officers facing a de- 
clining interest rate. He said in part as 
follows: 


The situation today is about as fol- 
lows: Farm loan market shot by Federal 
Land Banks and the privately owned non- 
taxpaying Joint Stock Land Banks; not 
much land moving; foreclosed farms in 
the hands of investors and offered at 
cost, depressing the market to the very 
bottom. City loans have reached the 
peak; city building of necessity must ease 
up for a time. Bond rates too low to 
meet insurance companies’ requirements, 
and stocks, good, bad and indifferent run- 
ning into four million shares a day on 
the stock market. 

The American people had in 1920 an 
income of 90 billion dollars, an increase 
of about 27 billion dollars in five years, 
according to the figures of the National 
Bureau of Economic Research. The life 
insurance companies had 87 billion dol- 
lars of insurance in force at the close of 
the year 1927. The public debt of the 
United States was reduced over 1 billion 
dollars during 1927. 

These are big figures and show great 
prosperity. So in considering any prop- 
osition for future investments for life in- 
surance companies we must of necessity 
think in a big way and with foresight, 
and with the history of big accomplish- 
ments back of us, look into the future 
in a big way. We must see a hard, solid 
road before us, narrow in places but wid- 
ening out and out as we proceed along 
the way. From this time on, it will be 
necessary for the life insurance compa- 
nies to spend more money to safeguard 
their investments than in the past because 
there is more rivalry for the securities 
and the interest rate being so low there 
is not now that difference between the 
rate necessary to mature insurance and 
the rate received, to furnish insurance 
against losses or to take up the slack in 
a poor investment. 

Some of the Complications 

In what, with this situation in front of 
you, as investment officers of life insur- 
ance companies, are you going to invest ? 
How are you going to proceed to keep 
the funds coming into your hands in- 
vested—safely and profitably ? 

In the due course of time when agri- 
culture gets back on its feet, there will 
be some changing in ownership of lands 
necessitating insurance investments in 
that direction in more liberal proportions 
than is the case at the present time. 

The merging of small ranch properties 
into larger ranches will, no doubt, take 
place, creating temporarily additional se- 
curities. The merging of corporations 
and companies engaged in the same line 
of business into one large institution will 
necessitate the issuing of a considerable 
amount of corporation bonds and the pub- 
lic utilities in combining the small units 
into larger ones and extending their lines 
of endeavor, will also create a field for 
investments. Two important factors are 
of interest to the investor in connection 
with the above. First, small organiza- 
tions are not so attractive from the stand- 
point of investment as they were in the 
past. Second, the large, extensive and 
specialized organizations offer many at- 
tractive opportunities for investment that 
were not possible with the small organ- 
izations, which does not mean that all 
small businesses are poor investments. 
On the contrary, many are very sound 


and profitable. Also, many of our pres- 
ent large successful corporations were 
once small—and I do not mean that all 
large businesses are good investments, but 
it seems that the day of large special- 
ized organizations is here. The big con- 
cerns with their splendid facilities and 
equipment are best able to meet modern 
requirements. The above facts the in- 
vestor should consider carefully. Cities 
will continue to grow, necessitating addi- 
tional business houses and homes. Wagon 
roads will continue to be improved, re- 
quiring bond issues which will be repaid 
over a number of years and will provide 
some additional securities. Transportation 
lines, new and unknown at this time, will 
require financing. Landing fields for air- 
planes will soon be a necessity in most 
of the large business centers and the in- 
vestment in this character of property 
will be large. 

Life insurance is based on the earnings 
made on the money handled and it is 
necessary that the investments be safe, 
well-margined and profitable. Dollars at 
work tend to multiply themselves and cur- 
rent investments continuously produce 
new money to be invested. New capital 
from interest alone is pouring more than 
3 billion 200 million dollars a year into 
the investment market. 

Increased demand and diminishing sup- 
ply foretell a further rise in the price of 
sound investment securities. 

Outlook for Agriculture 

Agriculture is still our largest industry 
and will give good support to business 
during the coming years, and the outlook 
is somewhat improved by increase in 
prices for the product of the soil as well 
as by good crops and the better condition 
in the live stock market. 

That there is a surplus of money for 
investment in this country at this time is 
evidenced by statements that Europe is 
overrun from the Atlantic to the Volga 
by traveling salesmen from American 
banks and financial institutions seeking to 
invest American money in European in- 
dustrial and public service enterprises. 

The staggering total of life insurance 
in force at the close of 1927 and the 
continued buying of life insurance by 
thoughtful and wise business men will 
further increase the amount that will have 
to be invested in safe securities paying a 
profitable rate of interest, and the insti- 
tution of life insurance, being the biggest 
financial institution in America, has in 
the past perhaps spent less money in se- 
curing its investments than any other in- 
stitution for the reason that there have 
been more securities offered than there 
were credits available. 

But with the ever increasing amount 
of insurance being sold and the ever in- 
creasing amount of interest from their 
investments coming into their hands, it 
is going to be a mighty big job for in- 
surance companies to keep money invest- 
ed in safe and profitable securities. If a 
security is not safe, it is unprofitable, 
and if it is unprofitable, it will not ma- 
ture insurance. The cost of handling 
funds belonging to life insurance compa- 
nies must be materially reduced. There 
are now, and have been for many years, 
too much duplication in work, too many 
examinations of securities and titles, too 
many middle men, making the cost to 
the broker too high and the rate to the 
investor too low. 

Would Organize Bureau 

Would it not be wise for the institution 
cf life insurance to create a fact-finding 
or research bureau to be composed of the 
very best obtainable economists to work 
out and recommend an investment pro- 
gram, to be broad enough in its scope to 
include all the necessary mental and physi- 


Says Title Insurance 
Gives Best Protection 


COMMENTS ON TORRENS SYSTEM 








Herbert Becker, Chicago Title & Trust 
Co., Addresses Financial Section 
of Convention 





That title insurance has a very de- 
cided advantage, from the standpoint of 
protection, over all other systems thus 
far devised to insure an investor in real 
estate and real estate securities against 
losses, was the opinion expressed by 
Herbert Becker, vice-president of the 
Chicago Title & Trust Company, in an 
address before the financial section of 
the American Convention. He declared 
that an analysis of a title policy will 
clearly show its superiority to all other 
forms of title protection. 

Mr. Becker attempted to show the 
extent of the protection afforded by title 
insurance by making a comparison of 
the different systems of title protection 
such as the lawyer’s opinion title, the 
guaranteed certificate and the so-called 
‘Torrens System, which originated in Au- 
stralia and is the work of Sir Robert 
Torrens. 

Briefly stated, Mr. Becker said, a title 
policy is “strictly an insurance contract 
by which the insurer assumes the risk 
and if a loss is suffered the insurer 
agrees to compensate the insured in a 
specified amount for a stated premium, 
in the manner and subject to the condi- 
tions of the policy.” He quoted what he 
considered to be the most complete ju- 
dicial definition that he has yet run 
across of a title insurance contract: it 
is taken from the case of Foehrenbach 
v. German-American Title and Trust 
Company, 215 Pa. St. 331 and is in part 
as follows: 

“Title insurance is not mere guess- 
work nor is it a wager. It is based upon 
careful examination of the muniments of 
title and the exercise of judgment by 
skilled conveyancers. A _ policy of life 


~- ey 


insurance means the opinion of the com. 
pany which insures it, as to the validity 
of the title, backed by an agreement to 
make that opinion good in case it should 
prove to be mistaken and loss should 
result in consequence to the insured.” 

The speaker discussed in considerable 
detail the Torrens System. This method 
contemplates a court proceeding to es. 
tablish and register the title and from 
the time of registration all matters affect. 
ing the title must pass through the of. 
fice of the registrar, In this cou ntry 
the system exists here and there by vir- 
tue of statutes and the statutes control 
the entire matter of title. In New York, 
it is said, the Torrens System is prac- 
tically a dead letter. In Illinois only one 
county has adopted it. In some states, 
Mr. Becker said, statutes have been pass- 
ed to repeal the Torrens System. He 
mentioned some of the defects of this 
method. 

In his opinion, the major defect of this 
system arises from the fact that it “en- 
counters the constitutions of the various 
states and of the United States, and 
particularly the due process clauses 
thereof. The Torrens Statutes unquali- 
fiedly declare that two years after the 
decree registering the title such decree 
of registration shall be final and con- 
clusive on the whole world.” 


Mr. Becker thought that the declara- 
tion of the Torrens Statutes and _ the 
contention of the Torrens proponents 
that the title is unassailable after two 
years is meaningless as well as untrue. 
He said the drawback to an investor in 
real estate mortgages is that he cannot 
rely on a Torrens Certificate unless he 
re-examines the entire title from the be- 
ginning of the title to the commence- 
ment of the Torrens suit to ascertain 
whether all the parties in title or all the 
parties having an interest of record, were 
duly made defendents by name to the 
Torrens suit and were properly served 
with process. The guaranteed certificate 
of title, said Mr. Becker, does not guar- 
antee the title. It is simply a guaran- 
tee that the certificate is correct. 





cal equipment to secure the information 
and work out the plans for life insurance 
companies’ investments, as well as_ to 
search out and eliminate from considera- 
tion classes of investments which are un- 
profitable and hazardous? 

An undertaking of this kind will be 
expensive. However, if well organized 
and managed, in time it will prove less 
expensive than to do without it. The 
future of life insurance companies will 
depend largely upon the ability of the 
Investment Department to secure a suf- 
ficient amount of safe and profitable in- 
vesiments:and to have the investments in 
prospect continuously. The temptation to 
make investments is always great when 
there is too much idle money on hand. 
Correct this situation now before the com- 
panies get any larger or have any greater 
amount of money on hand, or, at least, 
make the endeavor to correct the con- 
dition. 

A new investment known as Investment 
Trust has made its appearance and the 
Investment Departments of life insurance 
companies have had little opportunity to 
get acquainted with it. The recent general 
decline in security prices has caused pub- 
lic comment as to its effect on Investment 
Trust organizations. 

There has in the past been much money 
wasted in poor or worthless investments. 
Secretary Mellon has estimated that one 
billion dollars a year has been lost by 
investment in worthless and fraudulent 
securities, and to this economic waste must 
be added the losses incurred by unsuccess- 
ful marginal speculations in legitimate se- 
curities. 

Wall street now feels that a day past 
without the formation of a new Invest- 
ment Trust is a day lost. At this time 
there are nearly 100 Investment Trusts 
with resources estimated at more than 300 
million dollars. This form of diversified 
investment I understand to have been suc- 
cessful in Europe in the past and it may 
now become quite general in this coun- 


try, but for insurance companies’ invest- 
ments, it holds a menace for the follow- 
ing reasons: The temptation to overwork 
the investment to gain too high a rate 
and put too much money into one par- 
ticular risk. The management of the 
trust, being human, it may try to be too 
clever or too greedy to earn too high an 
interest income, and trouble and loss en- 
sue. 

More especially is this true at the time 
of rapid accumulation of capital, and the 
yield that can be obtained from high grade 
securities has lowered the earning rate. 

Trust management may be encouraged 
to go into dangerous types and classes of 
securities in order to strengthen the in- 
come of the trust. To succeed, an In- 
vestment Trust must hold a proper distri- 
bution at all times in order that it may 
not become top-heavy with securities akin 
and which may be subject to similar risks 
or losses. 

The management of Investment Trusts 
should be trained for the work and this 
is a difficult problem when trusts are be- 
ing started faster than managers can be 
trained. If you invest in this type of 
security, be sure to safeguard every step. 

I think it would be impossible for any 
one to state definitely what the future 
investments of life insurance companies 
will be. Any statement would be only 
a guess as to the classification of secur!- 
ties that will be acceptable securities for 
life insurance companies’ future needs. 
No exact program would work out suc- 
cessfully and the only plan that now scems 
safe for a life insurance company to fol- 
low is to surround its Investment Depart- 
ment with men of character, known ability 
and experience to aid in the selection and 


-acceptance of its investment risks, and in 


order that their judgment may not be 
biased, they should have no financial of 
brokerage interest in the securities bought 
or sold by a life insurance company. ‘t hey 
should be men who will discharge their 
duty with unbiased judgment. 
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Training Managers 

Has Been Ignored 
AGENCY BUILDING EMERGING 
John Marshall Holcombe, Jr., Analyzes 


Problem of Equipping New 
Managers 





The problem of equipping field men 
for the job of manager was described 
by John Marshall Holcombe, Jr., general 
manager of the Insurance Sales Research 
Bureau. “Preceding any training pro- 
gram,” said Mr. Holcombe, “it is essen- 
tial to have a thorough analysis of the 
job which the training is designed to 
cover. Furthermore, a training program 
presupposes that the job in question is 
of sufficient importance to warrant the 
time and money required for training. 
There have, until very recent times, been 
many men in the life insurance business 
who have believed that there was no 
job of the manager or general agent as 
distinguished from the job of the solicit- 
ing agent. In other words, the manage- 
ment phase of a general agent’s work 
has been entirely subservient to his work 
as a personal producer. There are many 
agencies where this necessarily is true. 
The man who has just been given a 
general agency and in which agency 
there is little or no insurance in force 
must usually earn a living through per- 
sonal production. But after a very few 
years it seems growingly apparent that 
companies are expecting him to have 
more than ‘a one-man agency.’ 

“The conception of sales organization 
based upon a directing head at the home 
office and units in the field, each presid- 
ed over by a man charged with man- 
agement responsibilities is today general- 
ly accepted in all lines of American and 
Canadian business. If this conception is 
sound, it is obvious that the man in 
charge of a growing agency has distinct 
responsibilities besides personal produc- 
tion, even though he continues for many 
years, and perhaps indefinitely, to write 
some personal business. Probably the 
most that could be said in regard to the 
problem of personal business by the man- 
ager of an agency is that the gradually 
growing responsibility of running an 
agency will reduce the number of hours 
per day which he can make personal so- 
licitation.” 

Mr. Holcombe then gave what he 
termed as some of the main divisions 
which face the manager of an agency as 
follows : Locating prospective agents; 
selecting and employing agents; describ- 
ing the job of selling life insurance to 
them ; training the new man; supervis- 
Ing agents; stimulating agents, both in- 
dividually and in groups; personal: pro- 
duction ; supervision of the agency’s rou- 
tine, including the work done by the 
cashier; handling the financial problems 
of the agency; planning the agency’s 
future. 

“It seems clear,” continued Mr. Hol- 
combe, “that until very recent times the 
only training in management which has 
een available to a manager or general 
agent is the training which has been 
obtained by actually running an agency. 

his is the method of training popularly 
teferred to as ‘trial and error.’ It has 
produced some fine agency builders. The 
question which faces American and Can- 
adian life insurance today is whether 
there is some other method which would 
give better results. 

: Training for management implies that 
It is available before the man actually 
assumes his duties. Such a program is 
im line with most modern business ca- 
Teers. In the past there has been train- 
ing for the work of the manager through 
*xperience gained by any one of the fol- 
Owing in some new agents, (2) he may 


receive similar experience by assisting 
new agents in the writing of business, 
(3) an agent may give part of his time 
to the work of supervision and in that 
way secure experience in some of the 
functions of the manager, (4) an agent 
may give all of his time to supervision 
and thereby receive training in most 
of the phases of the manager’s work, (5) 
an agent may become a so-called unit 
manager in which case he is operating 
what is substantially a small agency, (6) 
he may become what is called a district 
manager and in that case he has many 
of the manager’s experiences. 

“An experience in any of these posi- 
tions prepared a man for the assumption 
of managerial duties, but very few com- 
panies on the continent have built up 
an organization such that prospective 
managers may pass through successive 
stops of actual training in the work of 
management. 

“Aside, therefore, from the training 
to be gained by experience, it is clear 





JOHN M. HOLCOMBE, JR. 


that a responsibility lies upon life in- 
surance companies to devise better means 
of managerial training than have been 
available in the past. Thus, the broad- 
ening conception of what the manager 
of an agency ought to do brings to the 
home office a responsibility which scarce- 
ly existed even ten years ago. This home 
office or some organization designated 
by the home office will give him a much 
clearer picture of the opportunities and 
the responsibilities inherent in manage- 
ment than was ever given to him before. 
The obvious difficulty is that the expendi- 
ture of time and money on thé part of 
the home office in preparing for this new 
field of responsibility is heavy. Many 
home offices have neither the personnel 
nor other facilities to carry out even 
the simplest program in managerial train- 
ing. Very genuine difficulties will be 
encountered even at the very first step: 
namely, the step of investigating field 
conditions to find out exactly what the 
job of management is. 


Need For Training Managers 


“Tt is everywhere recognized that in 
the last ten years there has been an enor- 
mous increase in the amount of material 
available to men interested in selling life 
insurance. But one very significant point 
is evident to anyone who endeavors to 
find in this material anything of value 
to the man who desires to build an agen- 
cy. Whereas there have been books and 
pamphlets and courses of all kinds pro- 
duced within the last ten years for the 
soliciting agents, there has been very 
little produced for the prospective mana- 
ger. A few companies have produced 
literature; a considerably larger number 
are now holding conferences for mana- 
gers. 

“That the interest in the work of the 
manager is increasing is evident from a 
meeting such as this during which such 
subjects as acquiring training, and super- 
vising agents have been discussed by 


Utility Holdings 
Show Big Increase 


GAIN 35 PERCENT THIS YEAR 





Wilbur Sherwood, Of Travelers, Discuss- 
es Bonds And Stocks As Company 
Investments 





Speaking before the financial section 
of the convention, Wilbur Sherwood, as- 
sistant cashier of the Travelers, discussed 
the place of bonds and stocks in the in- 
vestment program of a life insurance 
company. Among the various choice in- 
vestments of life insurance companies 
which Mr. Sherwood mentioned are state 
bonds, issued principally for bridge and 
road construction, and municipal bonds. 
State bonds, however, because of their 
high price and consequently low yield 
as compared with bonds of principal cit- 
ies, are not so eagerly sought by life 
insurance companies. 

Municipal bonds are desired invest- 
ments for life companies and especially 
so when issued for water, sewer, school, 
road and other constructive purposes. 
The legality of the proceedings relating 
to the issue must always be investigated 
thoroughly by a competent attorney, and 
if the bonds constitute a direct obliga- 
tion of the municipality and are payable 
both principal and interest from unlimit- 
ed taxes against all the assessable prop- 
erty, the bonds are worthy of considera- 
tion. 


In connection with his discussion of 
municipal bonds, Mr. Sherwood also cited 
the principal causes of default in bonds 
by countries and municipalities. Those 
he listed as follows: A desire for im- 
provements which they cannot afford. 
The issuance of bonds by small struggling 


home office officials. But the limiting fac- 
tor in most home offices is the difficulty 
of preparing anything like an adequate 
program. 

“Because of the difficulty of preparing 
a program and because of the expense 
involved for any individual company, it 
has been left largely to co-operative ef- 
fort. The Research and Review Service, 
of Indianapolis, has produced much valu- 
able material. Furthermore, the Re- 
search Bureau, of Hartford, has made 
available for its member companies, first, 
a magazine on agency management; sec- 
ond, a set of books called the ‘Manager’s 
Manual’; third, a handbook on agency 
management, and fourth, a series of four- 
day conferences designed to discuss 
agency building problems. 

“So far as it is appropriate at this time 
to look into the future and endeavor to 
see probable development, it seems sure 
that the demand for agency builders will 
increase rather than lessen. Further- 
more, it is probably safe to say that the 
demand will be answered and that agency 
builders will be produced in far greater 
number than has been true in the past. 
In the effort to train soliciting agents, 
it seems safe to say that the work of 
the manager has been largely ignored, 
even though his position in a company’s 
selling process is more important than is 
the work of the individual solicitor. 

Agency building is only just emerging 
into a clearly defined career, but unless 
the entire conception of agency develop- 
ment is changed it is obvious that this 
career is to achieve a far greater impor- 
tance in the future than it has in the 
past. The work of the manager can be 
analyzed; facts concerning successful and 
unsuccessful methods can be secured; 
fundamentals in agency building can be 
found just as in any other career. 

“It is not too much to say,” concluded 
Mr. Holcombe, “that agency building may 
well be termed ‘The New Career in Life 
Insurance.’ The vista of a training pro- 
gram in management principles is just 
becoming Visible.” 


communities where the property and tax- 
ing power is not sufficient to provide 
for the payment of principal and inter- 
est. Misfortunes, such as. disastrous 
floods, fever epidemics, etc. 

Securities of the leading railroads have 
been and should continue to be a prime 
source of investment for the funds of 
life insurance companies. At the close 
of 1927, 19.5% of the total assets of life 
insurance companies were invested in 
bonds and stocks of railroads. The to- 
tal amounted to two billion five hundred 
seventy-four dollars. In a year there 
was an increase of over 7% in the hold- 
ings of these securities by life insurance 
companies. Those responsible for ac- 
quiring such investments, however, need 
a wealth of understanding and statistical 
knowledge of securities, it was declared. 

The railroad equipment trust certificate 
is one type of railroad securities where 
default of principal and interest is practi- 
cally unknown, Mr. Sherwood said. Or- 
dinarily they are issued for not more 
than 75% of the total and proper cost of 
standard new equipment. The lease exe- 
cuted by the trustee to the railroad usu- 
ally calls for a rental charge sufficient to 
pay the principal and interest of all the 
certificates as they mature. 


Does Not See Stocks Comparable 
With Bonds 


The bonds of public utility companies 
form a type of security which has be- 
come increasingly attractive to life in- 
surance companies within the last five 
years. The investments in public utility 
obligations have more than doubled in 
this five-year period, so that now life 
insurance companies hold nearly 8% of 
their assets in the bonds and stocks of 
these companies. At the end of May, 
1928, life insurance companies held near- 
ly 35% more public utility bonds and 
stocks than at the same time the year 
previously. As with the securities of 
railroads, here again the analysis must 
be exhaustive. 

The time probably will never come, in 
the view of Mr. Sherwood, when stocks, 
regardless of legality, will occupy in the 
investment list of life insurance compa- 
nies a position comparable with either 
mortgages or bonds. Stocks represented 
in 1927 less than 1% of the admitted 
assets of life insurance companies. Earn- 
ing power, first, last and always, must 
be increasingly evident, it was said. An 
investment in stocks, however, does not 
necessarily imply speculation. “The risk 
finds its best expression in the ratio 
of current return expected on the capi- 
tal.” 

In the banking and trust company field 
there are choice investments represented 
by shares of common stock. For the 
most part there are no preferred stocks 
or bonds ahead of these shares. 

The investment buying power of life 
insurance companies is a business stabi- 
lizer of tremendous magnitude. “When 
securities are low, why should we not 
buy them, and contribute our bit, using 
the force of a portion of our investment 
pewer toward the stabilization of values 
so far as it relates to thoroughly tried 
and tested high-grade preferred and 
common stocks ?” 

Mr. Sherwood said it would be inter- 
esting during the coming years to watch 
the stabilizing value of this great buying 
power and its attitude of encouragement 
toward future financing through the me- 
dium of preferred shares of stock, as a 
result of the passage of the Wales-Mer- 
riman act by the New York State legis- 
lature. This act permits life insurance 
companies of New York state to invest 
in preferred shares of many corporations, 
subject to well-defined and proper re- 
strictions. 

The certainty of the investment must 
ever be the paramount consideration of 
life insurance companies, Mr. Sherwood 
says. “We must be diligent and com- 
petent and need no instruction in com- 
mon honesty. Neither we nor those with 
us must relinquish our study of the fun- 
damental principles of economics, of én- 
vestment, of all that will help to make 
a safer and greater contribution to our 
country and our policyholders through 
the medium of our investment funds.” 
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Should Investment Laws Be Liberalized? 


(Continued from Page 13) 


of the Insurance Commissioner should 
not be required. 
Real Estate Loans Basic 

Real Estate Mortgage Loans General- 
ly—For reasons given elsewhere, both 
city and farm mortgage loans are basic- 
ally sound and do, and will doubtless 
continue to, constitute the principal in- 
vestment of a large number of life in- 
surance companies. 

The Indiana law, at least, limits loans 
to 50% of the value of the real estate 
and require that such value shall be de- 
termined by two disinterested appraisers 
of the county or county adjoining that 
in which the land is situated. Although 
I favor the 50% limitation, I am con- 
vinced, after years of observation, that 
the method of determining that value 
works a hardship in many cases, iS ex- 
pensive and frequently, especially in 
farm valuations, does not get the desired 
result. I would eliminate that feature 
because I believe that those interested 
in investing their own money will in the 
long run better serve themselves and 
their policyholders than will those who 
are interested or, shall we say, uninter- 
ested. 

City Loans, Including 99 Year Leases 
—call for no discussion here. City loans 
well made require a_ nice discretion. 
There are hidden dangers in this ap- 
parently simple business. New styles of 
architecture, street improvements, loca- 
tion of new parks, and other changes, 
physical and even psychological, make 
for shifting centers of population with a 
consequent advancement or deterioration 
of other sections. 

Farm Loans—Agriculture is basic and, 
notwithstanding the depression of the 
past few years, farm mortgage loans are, 
and if rightly made, will continue to be, 
proper investment for a reasonable part 
of the funds of any life insurance com- 
pany. While this is not a discussion of 
farm loans, I wish to present one unfa- 
vorable feature, which may later be ad- 
justed, but which is today of increasing 
importance. 

This is a day of consolidations, chain 
stores and mail order houses, when sala- 
ries, labor bills, dividends and profits are 
not distributed locally, but are drawn 
into the Iarger cities. Let us take, for 
example, any good county seat town of 
5,000 people within 150 miles of this 
meeting. You will probably find that 
all local public utilities have been taken 
over by some holding company or com- 
panies. The old officers have become 
ex-officers and the stock is held mainly 
outside. A considerable part of the earn- 
ings of the community gravitate to the 
telephone, heat, light and water compa- 
nies, picture shows, chain stores, and 
mail order houses, and such part of these 
as formerly were distributed locally as 
salaries and dividends and much of the 
labor bills are taken permanently froth 
the community. Furthermore, these or- 
ganizations generally pay less taxes, ow- 
ing to the elimination of duplication and 
otherwise. Fewer stores replace a larger 
number locally owned, store rooms are 
vacated, rents tend downward. There is 
a constant seepage of capital from the 
community, and the level of the total 
gradually lowers. More and more, the 
ambitious young men leave the commu- 
nity. Declining capital and smaller hu- 
man endeavor are followed by less pur- 
chasing power and a decline in both city 
and farm prices. When and how this 
unfavorable situation will be readjusted 
I don’t know, but I do know that the 
facts exist. I have seen it notably in 
dozens of towns in the southwest. Please 
do not reply that all of this is an eco- 
nomic saving to the community because 
the citizens pay less through efficiency, 
cash and carry, etc. A second thought 
will convince you that is not the answer, 
but I shall not take the time to present 
arguments or figures. 

Apropos of a discussion of farm loans 
and .the general welfare of the farmer, 


I wish to state in passing, but without 
argument, that I believe in the policy 
of protection. I also believe that the 
general welfare of the country, as well 
as that of the farmer, demands a proper 
adjustment of tariff schedules on what 
the farmer buys rather than an increase 
in the tariff on what the farmer sells. 
This thought does not negative the plac- 
ing of a proper tariff on unprotected 
farm products, when conditions justify. 

The. desirability of farm loans would 
be adversely affected by the so-called 
industrialism of farming. However, no 
less an authority than Mr. Herbert Hoo- 
ver, the great engineer, deniés that this 
situation will come about. Undoubtedly 
there will be enlarged farming opera- 
tions, but farming does not lend itself 
to forced production beyond certain lim- 
its. Crop rotation, soil fertility, topog- 
raphy, rainfall and other elements bring 
about a great variety of conditions and 
problems which make against the indus- 
trialization of farming. Furthermore, the 
farmer is not a serf, and in America he 
never will be. 

Mortgage Bonds—At least one state 
does not permit the purchase of real 
estate mortgage bonds unless the com- 
pany shall buy the entire issue. This is 
an unnecessarily narrow restriction and 
should be liberalized. Subject to the 
other safeguards surrounding real estate 
mortgage loans, and the inclusion of cer- 
tain clauses in the papers, the insurance 
company should be permitted to pur- 
chase a partial issue, provided that it 
be secured by a trust deed and provided 
that all papers be held by a competent 
trustee. 

Stocks—We now refer to dollar income 
versus real income or purchasing power. 
As to Stock Investments 

In 1925 Kenneth S. Van Strum, in a se- 
ries of well considered and statistical ar- 
ticles, brought the whole matter to date. 
He shows that during a period of fall- 
ing prices, namely, from 1873 to 1897, 
that stocks were generally more remu- 
nerative than bonds, and that during a 
period of rising prices, namely, 1897 to 
1924, they were much superior to bonds. 
We quote from the foreword to Mr. Van 
Strum’s book, prepared by Professor 
Irving Fisher, probably America’s lead- 
ing statistical economist: 

“Tt seems, then, that the market over- 
tates the safety of ‘safe’ securities and 
pays too much for them, that is under- 
rates the risk of risky securities and 
pays too little for them, that it pays too 
much for immediate and too little for 
remote returns, and, finally, that it mis- 
takes the steadiness of money income 
from a bond for a steadiness of real in- 
come which it does not possess. In 
steadiness of real income, or purchasing 
power, a list of diversified common stock 
surpasses bonds.” 

In other words, during a period of 
rising prices the increase of income on 
stocks, through dividends, cash and 
otherwise, will increase the average of 
the company’s income. The same end 
is accomplished through profit sharing 
bonds and those convertible into stock. 
Furthermore, as has already been ex- 
plained, during a period of falling prices 
stocks at least held their own with bonds. 

The investment of life insurance com- 
pany funds in stocks has been a moot 
question. A year ago, perhaps, my con- 
clusion would have been justified only 
by analysis and argument. Today we 
deem it sufficient to cite authorities, be- 
lieving that what the ablest and most 
conservative company executives do and 
think after years of experience and ob- 
servation will far outweigh any theoriz- 
ing and argument. 

A. Within a year or thereabouts, 
Connecticut has enacted a wide open law 
legalizing the purchase of stocks, as did 
Michigan and Missouri. Massachusetts 
companies have been permitted since 
1924 to invest a substantial portion of 
their funds in stocks. 

B. It is a known fact that. fire in- 


surance companies, year in any year out, 
make no money on their underwriting. 
To break even in any given year gives 
occasion for comment. The growing as- 
sets of the better known fire companies 
are outstanding and the direct results of 
wise stock buying. 

C. John Maynard Keynes, president 
of the National Mutual Life Association 
Society of London, and an international 
economist, has aroused the interest of 
bankers and economists everywhere by 
his recent annual report in which he de- 
clares in favor of stock investments. 

D. The Canadian law under which the 
Canadian companies have operated au- 
thorizes the purchase of stocks. 

E. The experience of Canadian com- 
panies acting under this law is an epic 
of finance. 

F. The English companies have for 
years been authorized to invest in both 
common and preferred stock without re- 
striction. 

There is but one outstanding authority 
that does not fully sustain our position, 
and that goes part way. This year the 
New York legislature liberalized its in- 
vestment law, but legalized only “pre- 
ferred or guaranteed stocks of any sol- 
vent institution incorporated under the 
laws of the United States or of any 
state thereof, where, etc.” Under this 
provision, common stocks may be pur- 
chased if they are guaranteed and if they 
otherwise comply with the reasonable 
requirements of the proviso. We don’t 
see why they did not go the whole way, 
except for the tradition that has pre- 
vailed in New York since 1906. 

Of the companies answering the ques- 
tionnaire, twenty-one favor stocks and 
only six voted “No.” However, nearly 
all the larger and more experienced com- 
panies, including the outstanding and 
successful Canadian companies, favor 
stock investments. 

I conclude that the evidence in favor 
of well selected stocks is practically 
unanimous, and that, generally speaking, 
common and preferred stocks are ap- 
proved. 

If there be those who hark back to the 
Armstrong investigation in 1906 and the 
resulting legislation, I believe it is suf- 
ficient to say that corporation law and 
organization were then passing. through 
their formative period. Stocks were 
speculative in the sense that industry was 
not basically organized as now; the in- 
vesting world did not provide a depend- 
able market for stocks, and our banking 
laws, since corrected, provided no pro- 
tection against money panics. Further- 
more, today there is a finer sense of re- 
sponsibility. It is true, even today, that 
prices advance and recede, which means 
that the smaller companies with their 
limited assets and surplus should pur- 
chase comparatively smaller amounts of 
stock. They should not chance a tem- 
porary recession, even if they thereby 
lose the opportunity to make a real in- 
crease of capital account through stock 
dividends and the growth of a basic in- 
dustry. 

Without undertaking to discuss each 
class of stock in detail, I am convinced 
that argument, experience and authority 
justify, with the proper safeguards, the 
ownership of both common and _ pre- 
ferred stocks in the following. basic 
groups: 

A. Industrialsk—There is more ques- 
tion about the industrial stocks than any 
other group proposed. Smaller sums 
should be invested in such stocks, the 
companies should be even more carefully 
considered, and the products should be 
vitally basic. General Electric and 
Westinghouse are outstanding examples 
of this group. 

B. Public Utilities, including Rails, 
represent a partnership in the growth 
of the country. If we have no faith 
in that growth, I firmly believe that we 
lack the vision and initiative necessary 
for leadership in the life insurance busi- 
ness. Of course they should be chosen 
wisely. They should possess a natural 
monopoly and sell a product or service 
that in all reasonable probability will not 
be superseded by some other product or 
service. For example: water, electricity, 


telephone, and telegraph service. We 
should avoid the stocks of street car 
ice, and similar companies. 

C. Banks—I question the wisdo:> of 
purchasing bank stock with its co: tin- 
gent liability, but recognize a w~ thy 
dissenting opinion. Accordingly, i am 
not excluding them. 

Insurance Companies—If wi be- 
lieve that our business is as bas: ally 
sound as we claim and believe, why 
should its stock not be proper fo 
vestment? 

Should Have Investment Latitu<> 

In conclusion—I wish to emphasi>. the 
view that we are supposed to us« the 
same intelligence in purchasing <«)5cks 
that we use in making mortgage !.ans, 
approving life insurance risks, an’ se- 
lecting the food needed for our bdily 
welfare. Permission to buy stocks js 
not the justification for buying any stock 
except that which is worthy. 

Percentages—A long and pretentious 
list of eligible securities has been named. 
How shall we allocate our monev by 
percentage or otherwise amongst thes¢? 
We can’t. We should diversify for safe- 
ty and, within proper safeguards, invest 
for income and principal accretion but 
we must use our judgment, take advan- 
tage of our opportunities, use the train- 
ing and experience at hand, being ever 
mindful of the fact that there is a broad- 
er investment field if we care to enter 
it. The amounts and kinds of invest- 
ments of any given company will be 
determined by its location, its size, the 
experience of its officers, its opportuni- 
ties, etc. 

Legal Restrictions—I have indicated 
generally what I consider proper invest- 
ments for life insurance companies, 
Some would broaden the field; others 
would narrow it. Nearly all members 
of this organization, no doubt, consider 
the laws of their several states unduly 
restrictive. How shall we amend these 
laws? Broadly or narrowly? Having 
decided to legalize, for example, railroad 
bonds, shall we impose a legislative limi- 
tation as to what standard of railroad 
bonds we may purchase? Referring 
again to the replies to the questionnaire, 
twenty-two company executives have ex- 
pressed opinions ranging from practical- 
ly no legislative control to almost no 
freedom on the part of the companies. 
Five want absolute freedom and thirty- 
five are non-committal. 

Both Connecticut and New York in 
their recent laws have answered these 
questions, but they have answered them 
differently. Connecticut, in what is called 
a negative statute, provides that the 
companies of that state shall not put 
their money into investments specifically 
named. Otherwise, they have complete 
freedom of action. New York classifies 
the investments legal for its domestic 
companies. I prefer the New York plan. 
_ Some states distinguish between the 
investment of a company’s stock and a 
stated portion of the reserve and the 
remainder of the assets; e. g. Massa- 
chusetts has established a more exacting 
standard for the capital and_ three- 
fourths of the reserve than for the other 
funds of the company. I am inclined 
to believe that this is an unneccssary 
precaution. 

Both with reference to the nature of 
our investments and legislative control 
over them, I want to make this final 
point: We cannot legislate inte rity 
or ability into men. Tf life insurance 
company officials are dishonest, the. will 
find a way to defeat their trust. Ii they 
are incompetent they will make a ness 
of it, whatever the law may be. 

Much has been said about the invest- 
ment section of the American Life ‘ on- 
vention and of the service it shor! be 
able to render to companies. I str ugly 
urge the establishment of a well-« 2an- 
ized investment bureau under the <er- 
eral supervision of the convention — cre- 
tary, but with sufficient personnel «der 
a division manager, to function effi ient- 
ly. In my opinion this bureau <\ ould 
have, as soon as there is a sufficics! de- 
mand, a division of stocks and bond; un- 
der a competent man who will answ«r in- 
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Training Of Agents 
Justified By Results 


METHODS OF SOUTHLAND LIFE 





Vice-President C. E. Linz Tells of Pro- 
cedure Used by His Company 
With Agents 





Training: agents under any effective 


plan seems to involve considerable ex- 
pense but it is a necessary factor and 
when well conducted justifies itself in 
the results, was the conclusion of Clar- 


ence E. Linz, vice-president of the 
Souiiland Life, in his discussion of the 
methods of training used by his com- 
an 

at _ Linz said that his company found 
am thod rather slow and expensive, but 
he was none the less firm in the be- 
lief a by. building well now the com- 
pany will in years ahead have repre- 
sent tives who are properly trained and 


) qualified. While at first glance the cost 


appears prohibitive he was confident 
that it would be justified. 
New agents who appear to be prop- 


' erly qualified are invited to the home of- 


fice at Dallas for the training course. 


' The company pays railroad fare and 


hotel bills, but no other expenses. The 
first day is devoted to giving a picture 
of the institution of life insurance; the 


' second day the difference between legal 
' reserve and assessment insurance is dis- 


ice OE, 


cussed to equip them for meeting com- 
petition from this source. Two days are 
given to study of application forms, 
company manual, policy forms, and rate 


s book. The following day a questionnaire 
‘is handed out containing 165 questions 
' on the fundamentals of life insurance. 


sera sea ae aatt 


The last three days of the week are 
given over to talks by executives of the 
company and department heads to give 
them an insight into the home office pro- 
cedure and the course is closed with a 
talk by vice-president Linz on “Sincerity 
of Purpose.” 

There are times when the school is 
not held in the home office but an edu- 
cation director is sent to a central point 
where agents of the district assemble. 
Then post graduate courses are held for 


> experienced agents who come to gather 


a fresh supply of ideas and sales plans. 


Mr. Linz said that these courses had 
| proved very satisfactory. 


Faspects of this work. 


' is never too anxious to listen. 


A Feature with Gocd Results 
Continuing Mr. Linz said: “During the 
past year we have developed what we 
believe to be one of the most practical 
It has been our 
belicf for a long time that we were 


' doing agents an injustice when we gave 


them a week’s training, then sent them 
out to tell their stories to a world that 
i On the 
first morning of our school a sheet of 
paper, ruled so that there are places for 
fifty-one names and addresses, is given 
to each man and women attending the 
school. On the first day those attending 
the school are required to fill in these 
spaces with the names and addresses and 


Fages of fifty-one people of their com- 


munity. On the second day, they are 
required to answer the questions as to 
whether or not these prospects are mar- 
ried and how many children they have. 
On the third day they answer the ques- 
tions as to whether the prospects are 
Owners of their homes, or tenants. On 
the fourth day they are required to state 
the fori of policy they believe best fits 
the necds of the prospect. On the fifth 
day thy are required to return’ these 
lists to the agency department, signing 
with it . pledge to make three calls each 
day for seventeen days, from the list 
submit'-d; and to report each day to the 
agency department as to what the re- 
sults «° the interviews have been. A 
Special » rize to the one writing the larg- 
est nun ber of applications from the list 
'Sgiver. Each man who has co-operated 
as he iould, gets a certificate of honor 
showin: that he has completed the 
southland Life School and is qualified 
disc: 


's life insurance programs intel- 


ligently with the prospect. Our experi- 
ence on this particular has been very 
favorable. Those who have co-operated 
with us on this plan have been success- 
ful, without a single exception. Of 
course, our reason for the plan is that 
we believe the first seventeen days of a 
new life insurance man’s experience is 
often the making or the breaking of an 
agent. Furthermore, we have given him 
some definite program to work on when 
he gets home; and our experience is that 
all new agents need this help. 

“As soon as the list is turned in, the 
Public Relations Department sends out 
a letter to every man on the list, telling 
him that Mr. Blank has been appointed 
as our agent in his city and that within 
the next few days Mr. Blank will call 
on him with a message concerning his 
individual welfare. During the time that 
the new agent is at the home office he is 
contacted by the public relations depart- 


ment. 

“The Southland Life is one of the first 
companies to use a planned campaign of 
newspaper advertising through a pro- 
gram, carefully prepared in advance for 
the full year’s work, including a contract 
with all of the metropolitan dailies in the 
communities where we do business; and 
these advertisements are given rather 
liberal space, and are paid for by the 
company. This advertising is largely in- 
stitutional. An exhibit of this advertis- 
ing program is attached to this paper, 
in the event the representative of any 
other company should care to inspect it. 
We also furnish a miniature form of 
booklet, as per attached exhibit, for the 
use of the individual agent in the small- 
er localities, should he desire to repro- 
duce the ‘copy’ in his local papers— 
which he of course pays for, if he elects 
to advertise. 


Eucourage Advertising ° 


“One of the chief objectives of this 
plan was the encouragement of advertis- 
ing by agents. Details of the plan for 
advertising by agents, for which plates, 
movie-slides and advertising tools are 
furnished by the company, are explained 
by the Public Relations Department. 

“It is not my purpose to present an 
argument on the merits or demerits: of 
newspaper, movie or novelty advertising ; 
some of us may or may not approve of 
the plan; but the fact that we are pur- 
suing it is evidence of our belief in its 
merits. We further believe that because 
of the fact that 80% of our agents, who 
are eligible to this advertising, are now 
using it, is proof of the correctness of 
our theory. Incidentally, the Public 
Relations Department sends out stories 
for the news columns of the newspapers 


where agents who are attending the 
school live. This story reads that Mr. 
Blank of that city is attending the 


Southland Life School for Underwriters 
in Dallas. The Public Relations Depart- 
ment also takes care of many other mat- 
ters which affect the agent, but these 
are not pertinent to our discussion. 

“It is our sincere belief that day by 
day, and year by year, the vocation of 
selling life insurance is becoming more 
and more a profession. 

“From January 1, 1928, up to and in- 
cluding September 10, 1928, we conducted 
fourteen schools, with a total attendance 
of 146 at an average cost of $22.05 per 
pupil. Only 11 of this number have prov- 
en failures. 

“Out of our entire agency force the 
number of agents who have had the ad- 
vantage of the Southland Life School is 
175 and these agents have produced be- 
tween five and one-half and six million 
dollars worth of business, up to Scptem- 
ber 10 of this year. A little less than 
5% of the agents included in this report 
were old agents of the company. 

“We estimate that approximately 25% 
of our business has beer written by 
agents who attended our school during 
the three years of its existence. Several 
young men we have taken directly out of 
college and placed in this school have 
been producing from two hundred and 
fifty thousand to one-half billion dollars 
each year since attending this school.” 


Importance of Type 
Of Agency Contract 


COMPETITION VS. MARKETING 





R. W. Huntington Believes Economical 
Placing of Insurance Important Fea- 
ture of Future 





What sort of contract ought to be 
made between the home office and the 
general agent is as important as any 
matter now receiving study, said Presi- 
dent R. W. Huntington, of the Connec- 
ticut General Life, in addressing the Am- 
erican Life Convention on “Some Exe- 
cutive Problems In A Growing Com- 
pany.” 

“Our growing company we will pre- 
sume to be small at first,” he said in in- 
troducing his subject. “It has, however, 
an agency organization and is doing a 
good business in proportion to its size. 
But looking ahead ten years, it is evi- 
dent that we want to make plans for 
ultimately doing a much larger business 
and have a better organized and bigger 
force. If we bar out the branch office 
system as probably not suited to a small 
company, there are two sorts of agency 
organization which it may have. It may 
have many general agents whose busi- 
ness is to personally produce as much 
business as they can and who don’t both- 
er much about getting an organization, 
or it may have a few larger agencies 
who are striving to be real general agen- 
cies in the best sense of the word. Its 
organization is probably a mixture of the 
two, though I think any small company 
is justified in making the first sort of 
an organization as probably the most 
economical and effective way of getting 
business while still small. However, if 
we look ahead ten years or more, we 
shall see that there is.a limit to the 
amount of business that can be pro- 
duced that way and we must be prepar- 
ing to get a real organization of big 
agencies.’ 

Continuing, Mr. Huntington said: “As 
a small company, our agency expense 
problem has been tolerably simple, but 
as we begin to enter what I might call 
the second stage, we see that the mat- 
ter of contracts between agencies and 
home offices, particularly in the matter 
of expenses, is of extreme importance. 
There is always a tendency to pay: more 
expense at first than we can well af- 
ford to keep on with. We want to hire 
some specially good men and we stretch 
a point, or we are very anxious to make 
a showing of new business and to put 
ourselves on the map. Now, any con- 
tract which will need adjustment down- 
wards in the matter of expense allow- 
ance after the agency increases in size, 
is sure to cause trouble. I cannot help 
but feel that the matter of what sort 
of a contract ought to be made between 
the home office and the general agent 
is as important as any matter now re- 
ceiving study. The Research Bureau is 
investigating expense and renewal ra- 
tios, and M. Albert Linton has contri- 
buted helpfully by his book. We must 
frame a contract that will be just to all. 
If the general agent does well, his com- 
pensation must increase accordingly. 
But unless the company ratios of ex- 
pense decrease as tle business in force 
and issued grows greater, the manage- 
ment is not as far seeing as it should 
be. The competition of the future will 
be largely along the lines of economical 
and effective marketing and no com- 
pany which does not do well on this 
line can hope to grow as it should. So 
the first and one of the most important 
things for the executives of a growing 
company is so to form their agency con- 
tracts that smoothly, and without fric- 
tions, both the field and the company 
may progress in prosperity and effective- 
ness. 

“Having done this, the next thing is 
to apply it practically. Our growing 
company’s contracts have been so form- 
ed as to give the general agents the 
best chance of development and we want 


them to develop strong organizations. 
If we have any general agencies where 
the general agent himself writes most 
of the business and we try to force these 
men into organizers, we shall find that 
most of them prefer to depend for their 
living on personal selling, or are not 
fitted to organize and inspire an agency 
force. A very small minority can and 
will and for the rest we must be fair 
with them. We’ can’t force out our old 
friends because they cannot adapt them- 
selves to new conditions. So the change 
must be natural and gradual and coming 
this way, it will give plenty of scope 
for our energies.” 

Concluding his comments on agency 
contracts, he said: “If we originally 
started our company on the plan of fewer 
and bigger agencies and have afterwards 
changed the form of contract so as to 
reduce the expense ratio, our problem 
is perhaps harder. It is hard to convince 
any one that he should accept smaller 
expense money and that he ought to 
stand some of the costs of procuring 
business, when he has been used to hav- 
ing the company stand everything. The 
only thing to do in this case is to take 
the field entirely into the home office 
confidence and to show the agents what 
they may expect in the long run. Any 
one would rather sell for a well and 
economically managed company than for 
an extravagantly managed one. Those 
men who will sufficiently identify them- 
selves with the company and who care 
for its best interests can be persuaded. 
But to put over the change, it will be 
necessary for the executives to fix their 
gaze firmly on ten years ahead. For 
the present it is going to slow down 
production and wont better expense ra- 
tios much, as the new expense allowance 
as applied to the new amount of first 
premiums may not show much change. 
But under new conditions, the incompe- 
tent in the agency force will gradually 
drop out and a new spirit and effective- 
ness will creep in. 

“The gradual, even development of an 
increasingly competent home office force 
is just as necessary for a growing com- 
pany as is development in the field. It 
takes a long time to train a life insur- 
ance man, and I think it takes longer 
to train one for competent service in 
the home office than it does to be a 
salesman. Add to this the possible mor- 
bidity and mortality among the present 
executives, and we see that our force 
of able men ought to be increased faster 
than our business grows. I am sure 
that no head of a life insurance company 
is doing his proper duty if he isn’t de- 
voting considerable time and energy to 
training competent young men as un- 
derstudies for all the executive officers. 
How many managements forget this and 
how dire are the consequences! What 
more pathetic sight in business than to 
see a concern make a great early success 
and then just as it seemed as if it were 
going far, see it begin to slow down and 
its service begin to deteriorate. We have 
all seen it. The most common reasons 
are cither that the president, who used 
to do it all, hasn’t trusted anyone else 
to do any of it, and is consequently up 
against more work than he, or any hu- 
man being, can carry, or else that the 
management has grown old. No man- 
agement ought ever to grow old and no 
president ought ever, no matter how 
small the company, to do it all. Bring 
forward the voung men if vou want the 
company to be really alive.” 
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quiries and otherwise render worthwhile 
aid to the membership. 
In conclusion, I am 
with increasing funds, 
tions, economic and otherwise, and the 
increasing need for diversification, the 
time has come when our investment laws 
should be widened in scope to the end 
thet life insurance companies mav take 
advantage of opportunities and m-* use 
the talent that is available to them. 


convinced 
changing condi- 


that, 
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How Facts On Agency 
Expense May Be Found 


AGENCY COST ACCOUNT PLAN 


Henry Abels of Franklin Life Says Test 
of Agency Value Is One of 
Dollars and Cents 





A method of gauging agency costs has 
been devised by the Franklin Life and 
the results and procedure were discussed 
before the Convention by Henry Abels, 
vice-president of the Franklin Life. 
Very little information is available on 
methods in ascertaining costs and Mr. 
Abels’ paper was a distinct contribution 
to this subject. 

“Expenses in the field remain as the 
variable element most subject to con- 
trol,” said Mr. Abels in introducing his 
subject, “and we may assume that while 
some of this expense may be legitimately 
viewed as incurred on future new busi- 
ness, most of it is chargeable against the 
business we are getting today, and must 
be recouped from profits on business now 
in force. The purpose of these field ex- 
penses—expense allowances, bonuses, 
convention trips, and the like—is obvi- 
ously to acquire business, partly by de- 
vcloping agencies, and partly by support- 
ing agencies financially. Even though 
we work out our plans carefully in ad- 
vance for making these expenditures, it 
seems to me that we have never thor- 
oughly investigated the results obtained 
by such expenditures.” 

A Deceptive Cost Theory 

Continuing Mr. Abels said: “It is true 
that the relation of acquisition costs to 
first year premiums, first year margins, 
volume of new business, etc., is comput- 
ed by practically all companies, but the 
opinion seems to have prevailed that if 
the rate of commission paid to each of 
a dozen general agencies is the same, 
and that if other expenses of the agen- 
cies are approximately the same per 
thousand of insurance, the business pro- 
duced by each of those agencies will 
have about the same financial value to 
the company. 

“If we proceed on that theory we are 
only deceiving ourselves, because an ac- 
counting of these initial expenditures is 
really only the beginning of the prob- 
lem, as many other elements must be 
taken into consideration. Present con- 
ditions have existed not only long enough 
for us to know that our business as a 
whole does support the acquisition ex- 
pense, but also long enough so that we 
ought to know whether or not it pays 
in the case of any given agency—whether 
a given agency ultimately produces a 
profit or a loss. 

“A study of the life insurance business 
discloses scientific accuracy in every de- 
tail except in the analysis of results ob- 
tained by expenditures in the field. In 
approaching such an_ analysis’ the 
Franklin adopted this theorem: 

A Theorem As Basis 

“The business from John Doe’s agency 
may be profitable, it may barely pay its 
way, or it may be decidedly unprofitable, 
depending on the cost of acquiring and 
handling Doe’s business and on the qual- 
ity of that same business. The Franklin 
attempted to determine the acquisition 
costs and quality of John Doe’s business 
by applying the principles of accounting 
as exemplified in the convention annual 
statement blank. If these principles of 
accounting reflect the financial condi- 
tion of a life insurance company as a 
whole, we believe they could likewise re- 
flect the financial value of any given 
agency in any given year of issue. An 
analysis made in this manner, if it is to 
show the time required to recover ac- 
quisition outlay and show the financial 
worth of an agency’s business, must nat- 
urally take each year of issue separately. 

“Our investigation, then, deals with the 
business of any given agency produced 
in a given calendar year. Briefly, we pre- 
pare a revenue account of this business, 
following it through from year to year 
and comparing the surplus or deficit at 


the end of each successive year with that 
of the preceding year, thus obtaining 
what we believe to be a sound index of 
the financial worth of the business under 
investigation. 

“We also calculate for the end of each 
successive year the surplus or deficit per 
thousand of business remaining in force 
at that time, and by means of the figures 
obtained we are enabled to compare the 
financial worth of one agency with that 
of any other agency. 

“Under ordinary circumstances these 
calculations would require a prohibitive 
amount of time and labor, but our home 
office uses ‘the Hollerith Punch Cards 
in its general accounting and statistical 
work, and the calculations involved in 
making individual agency analyses are 
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so largely a by-product of the account- 
ing work required in any case, that the 
extra time and labor have been reduced 
to a practical and satisfactory minimum. 
For example: In our cash book and 
ledger we have only one account for 
premium receipts, but by means of a 
punched card which is made for every 
premium received we classify these pre- 
mium receipts according to: (a) first 
year or renewal, (b) life, disability, and 
double indemnity, (c) participating and 
non-participating, (d) states, for pre- 
mium taxes. 

“The first year premium cards, inci- 
dentally, are also used as volume records. 
They give us the premium payment and 
commission data used by our agency de- 
partment in making up statements of 
production, and from them also we de- 
termine the status of agents in our va- 
rious agency clubs. Renewal premium 
cards are classified into groups accord- 
ing to whether or not they are subject to 
renewal commissions. From those sub- 
ject to renewal commissions we select 


the corresponding renewal commission 
cards, which have been previously 
punched and placed on file. At the end 


of each month these renewal commis- 
sion cards are classified according to 
agency, added and listed in duplicate. 
One copy is the home office record of 
commissions credited to that agency for 
the month, and the other is part of the 
general agent’s regular monthly state- 
ment. 

_ “All of this work is a part of the 
usual and necessary routine of the home 
office. The classifying, adding, and list- 
ing are, of course, all done mechanicallv 
with the Hollerith equipment, and it will 
be evident that with this system little 
additional time and labor is required to 
ascertain the exact premium income and 
commission expense on any given agen- 
cy’s business. 

“Referring again to our general ac- 
counting system, we have one ledger ac- 
count, ‘Payments to Policvholders,’ to 
which every payment to policvholders is 
debited in the course of the month. 
From duplicate vouchers Hollerith cards 
are made for every item entering this 
account. and at the end of the month 
a classification is made according to an- 
nual statement requirements. 

“The punched cards make it compara- 


tively easy to distribute by states items 
allowed as deductions in premium tax 
returns. Details for the actuarial depart- 
ment’s preparation of the gain and loss 
exhibit are also supplied by these cards, 
and very little additional labor suffices 
to obtain the surrender values actually 
paid on the business of any given 
agency. 

“As our valuation punch cards show 
the code for the agency producing the 
business we can automatically select from 
these cards those representing the busi- 
ness of any agency, and thus obtain the 
reserves on that business. From this re- 
serve calculation we compute the ex- 
pected cost which is necessary to our 
investigation because the actual mortality 
of the company is spread over the busi- 
ness of the various agencies according 
to the expected cost of their business. 

“Some items cannot be as definitely 
allocated to the various agencies as are 
commissions, office allowances and bo- 
nuses. These other general expenses, 
which include supervision, home office 
overhead, convention expenses and the 
like, are assessed one-half to the volume 
of business paid for and one-half to 
the number of policies issued. Expense 
of rencwal is charged according to the 
number of policies in force at the be- 
ginning of the calendar year. We em- 
ploy this method because the policies in 
force at the beginning of the calendar 
year will either be renewed or termi- 
nated. and the office expense incident to 
handling terminations is fully as great as 
expenses incident to handling renewals. 

“In connection with work of this kind 
it is, of course, necessary to have an in- 
surance account for the business of the 
various agencies being investigated. This 
account, for example, must show the 
number of policies and amount of busi- 
ness originally paid for and in force at 
the end of each subsequent calendar 
year. As all of our records of received, 
issued, not taken, paid for, and unre- 
ported business are kept by means of 
Hollerith punch cards, we have in them 
all of the information necessary in the 
preparation of insurance accounts on 
business of any given agency. 

“As investigation or analysis of the 
kind I am discussing will, when com- 
pleted, show considerable variation in 
results between the several agencies 
whose business is the subject of the in- 
vestigation, not only because of obvious 
differences in expense allowances, but 
also because of other factors which, 
while not so apparent, are nevertheless 
important.” 

Discussing volume and its relation to 
expense, the speaker said: “As we have 
distributed much of the general home 
office expense according to number of 
policies issued and in force, it is clear 
that the larger the average policy in 
any given agency’s business the lower 
this expense rate per $1,000 will be. In 
short, all other things being equal, the 
business of one agency will excel in value 
the business of another agency if the 
average policy for the first agency is 
higher than the average policy for the 
second agency because the expense ele- 
ment is lower in the first case than in 
the second. 

“Again, since one-half of the first year 
general expenses are assessed according 
to number of policies issued, which in- 
cludes policies subsequently cancelled as 
‘not taken,’ and since the cancellation fee 
for ‘not taken’ policies is considerably 
less than the cost of issuing the policy, 
a high percentage of ‘not taken’ policies 
in any agency naturally increases the 
cost of that agency’s business. 

“Where the volume of business under 
review is rather small the plan distribu- 
tion of the business may materially affect 
the results because some plans are more 
profitable, at least in the early years, 
than others. This fact, therefore, must 
not be lost sight of. 

“A factor of considerable significance, 
especially with reference to surplus per 
thousand of insurance, is the rate of per- 
sistency. As the deficit existing at any 
time in the history of the business must 
be recovered from the profits on the 


business that remains in force, it follows 
that the lower the persistency rate, th- 
larger the deficit per thousand of renew. 
ing business and the smaller the hope 
that the business will ever become profit. 
able. 

“A simple example will illustrate this 
point: Agencies A and B each produce 
one million of new business in a given 
year, and at the end of the first year 
there is a deficit of $10 per thousand. 

“We will assume that Agency A re. 
news 100% of its million of busine<s, 0 
that after the second premiums have 
been paid the deficit is still $10 per 
thousand. 

“Agency B has only a 50% renewal 
rate and this renewing 50% must carry 
not only its own deficit of $10 per thou- 
sand, but must also absorb the $10 per 
thousand deficit of the 50% which did 
not renew, less the amount of reserves 
released on the insurance terminated. In 
other words, the deficit of the 50% re- 
newing is increased to a figure ranging 
between $15 and $20 per thousand. _ 

“These illustrations are somewhat ex- 
treme but nevertheless they furnish con- 
vincing additional proof that the busi- 
ness that stays is the only business that 
pays. 

“We have analyzed all of our business 
by general agencies for each year of 
production, beginning with the year 1922, 


From the 1922 production I have se- 


lected the business of five general agen- 
cies (all comparatively small ones). 

The financial condition of those five 
agencies as of December 31, 1927—five 
and one-half years from the year of 
issue. 

The business of Agency A shows a 
profit of $3.00 per $1,000 of insurance; 
Agency B shows a deficit of $3.00 per 
$1,000; Agency C shows a deficit of $4.00 
per $1,000; Agency D shows a deficit of 
$6.00 per $1,000 and Agency E shows a 
deficit of $17.00 per $1,000. 

“Tt will be seen from the foregoing 
that the results obtained by our work, 
showing individual agency surplus or 
deficit, and the changes in surplus or 
deficit from year to year are the prod- 
uct of several different factors. Our ef- 
fort is an attempt to answer the ques- 
tion, applied to any given agency, ‘Is 
its business profitable, or would we be 
better off without it?’ 

“T suppose that the outstanding char- 
acteristic of the life insurance business 
today is the attempt to improve sales 
effort. The training and direction of 
agents, and above all, the elimination of 
worthless and second-rate material from 
the ranks of fieldmen, is of prime con- 
cern. It seems to me that the test of the 
value and success of all agency effort 
must be measured in dollars and cents; 
and that we should interest ourselves 
more in analyzing the business produced 
to learn what financial results we are 
getting.” 


oe a e 
Disability Report 

(Continued from Page 2) 
make prompt settlement in order that 
the money may be available when most 
needed and that the service rendered 
may reflect credit on the insurance bus!- 
ness. 3. It must watch for recoveries 
among old claims. It should encourage 
the claimant to secure proper diagnosis 
and treatment in order to hasten re- 
covery. 





Summary 

“Disability benefits have a distinct s0- 
cial value and are here to stay. We 
have had decades of experience in han- 
dling life insurance but most of us have 
had only a few years of experience in 
handling disability. Disability is a form of 
health insurance and health insurance 
has been notoriously difficult to handle. 
We should profit by the expericnce of 
accident and health companies in (reat 
Britain and the United States. 

“Let us not complicate our problem 
by introducing frills but rather let Us 
concentrate on a uniform clause «ving 
definite coverage at adequate rates. Our 
contracts should be clearly expresse’ an 
on valid claims liberally interpreted. 
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